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EXECUTIVE SUMMARY
CHAPARRAL CITY WATER COMPANY

DOCKET no. W-02113A-07-0551

CONCLUSIONS

The Chaparral City Water Company ("Company") water system's current source and
storage capacity are adequate to serve the present customer base and reasonable growth.

The Maricopa County Environmental Service Department has reported no major
deficiencies and has determined that the Company's system, PWS #07-017, is currently
delivering water that meets water quality standards required by the Arizona
Administrative Code, Title 18, Chapter 4.

The Company is located in the Arizona Department of Water Resources' ("ADWR")
Phoenix Active Management Area and ADWR has reported that the Company is in
compliance with its requirements governing water providers and/or community water
systems.

The Company has no delinquent Arizona Corporation Commission compliance issues.

The Company has an approved curtailment tariff that became effective on October 1,
2005.

The Company has an approved backflow prevention tariff that became effective on
October 1, 2005.

RECOMMENDATIONS

The Company is aware of its 15.9% water loss amount and believes the Central Arizona
Project's ("CAP") intake meter is not accurately registering. For this reason, the
Company will be installing its own CAP water meter at its Shea Water Treatment Plant.

A.

B.

D.

E.

C.

F.

1.

Staff recommends that after the Company completes its own CAP water meter
installation, the Company should begin a 12-month monitoring exercise of its water
system. Staff further recommends that the Company docket the results of the system
monitoring as a compliance item in this case by November 1, 2009. If the reported water
loss for the period Nom October l, 2008 through October 1, 2009, is greater than 10%,
the Company shall prepare a report containing a detailed analysis and plan to reduce
water loss to 10% or less. If the Company believes it is not cost effective to reduce water
loss to less than 10%, it should submit a detailed cost benefit analysis to support its
opinion. This report shall be docketed as a compliance item for this proceeding for
review and certification by Staff The above report or cost benefit analysis, if required,
shall be docketed by December 31, 2009. In no case shall water loss be allowed to
remain at 15% or greater.
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Staff recommends its average annual cost of $25,638 be adopted for the water testing
expense in this proceeding

Staff recommends its adjusted Original Cost value of $48,972,590 and Reproduction Cost
New value of $76,031,428 be used as a guideline for purposes of setting rates in this
proceeding

Staff recommends that approximately half of the requested CAP Water allocation of 966
acre-feet per year be considered used and useful

Staff recommends that the Company continue to use Staffs depreciation rates by
individual National Association of Regulatory Utility Commissioners

Staff recommends that the Company continue to use its unchanged service line and meter
installation charges
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1 INTRODUCTION

2 Q-

3

4

5

Please state your name, place of employment and job title.

My name is Marlin Scott, Jr. My place of employment is the Arizona Corporation

Commission ("Commission"), Utilities Division, 1200 West Washington Street, Phoenix,

Arizona 85007. My job title is Utilities Engineer.

6

7 Q.

8

How long have you been employed by the Commission?

I have been employed by the Commission since November 1987.

9

10 Q- Please list your duties and responsibil i t ies.

11

12

13

14

15

16

As a Utilit ies Engineer,  specializing in water and wastewater engineering, my

responsibilities include: the inspection, investigation, and evaluation of water and

wastewater systems, preparing reconstruction cost new and/or original cost studies, cost of

service studies and investigative reports, providing technical recommendations and

suggesting corrective action for water and wastewater systems, and providing written and

oral testimony on rate applications and other cases before the Commission.

17

18 Q- How many cases have you analyzed for the Utilities Division?

19 I have analyzed approximately 510 cases covering various responsibilities for the Utilities

20 Division.

21

22 Q_

23

A.

A.

A.

A.

A.

Have you previously testified before this Commission?

Yes, I have testified in 71 proceedings before this Commission.
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1 Q- What is your educational background?

2

3

I graduated from Northern Arizona University in 1984 with a Bachelor of Science degree

in Civil Engineering Technology.

4

5 Q-

6

Briefly describe your pertinent work experience.

Prior to my employment with the Commission, I was Assistant Engineer for the City of

7 Winslow, Arizona, for about two years. Prior to that, I was a Civil Engineering

8 Technician with the U.S. Public Health Service in Winslow for approximately six years.

9

10 Q-

11

Please state your professional membership, registrations, and licenses.

I am a member of the National Association of Regulatory Utility Commissioners' Staff

12 Subcommittee on Water.

13

14 PURPOSE OF TESTIMONY

15 Q-

16

Were you assigned to provide Utilities Division Staffs ("Staff") engineering analysis

and recommendation for the Chaparral City Water Company ("Company") in this

17

18

19

20

proceeding?

Yes. I reviewed the Company's application, reviewed responses to data requests, and

inspected the water system on April 3, 2008. This testimony and its attachment present

Staff" s engineering evaluation.

21

22 ENGINEERING REPORT

23 Q. Please describe the attached Engineering Report, Exhibit MSJ.

24

25

26

A.

A.

A.

A.

A. Exhibit MS] presents the details and analyses of Staffs findings, and is attached to this

direct testimony. Exhibit MS] contains the following major topics: (1) a description of

the water system and the processes, (2) water use, (3) growth, (4) compliance with the
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1

2

3

4

rules of the Maricopa County Environmental Services Department, Arizona Department of

Water Resources, and the Arizona Corporation Commission, (5) reproduction cost new,

(6) Central Arizona Project Water allocation, (7) depreciation rates, (8) service line and

meter installation charges, (9) curtailment plan tariff, and (l0) backflow prevention tariff

6

7

My conclusions and recommendations from the Engineering Report are contained in the

"EXECUTIVE SUMMARY", above.

8

9 Q- Does this conclude your direct testimony?

10

5

A. Yes, it does.
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Name or Description Plant Items
I

lLocation
r

I

Canal pumping station &
intake

I

3 each, 450-Hp vertical turbine
booster pumps (1 pump @3,000

GPM, 2 pumps @ 6,200 GPM, and 3
pumps @ 8,500 GPM), 10,000 gallon

surge tank, 24-inch meter
[GPM = gallons per minute]

Shea Blvd./122nd St.

Raw CAP Water Storage
Tank

3.5 million gallons Shea WTP

4

EXHIBIT MSJ
Page 1 of 22

\.
Engineering Report
For
Chaparral City Water Company
Docket No. W-02113A-07-0551 (Rates)

' l September 19, 2008

A. LOCATION OF CHAPARR.AL CITY WATER COMPANY ("COMPANY")

The Company serves the Town of Fountain Hills which is located along the eastern city
limits of Scottsdale. Figure A-l shows the location of the Company within Maricopa County
and Figure A-2 shows the approximate 21 square-miles of certificated area.

B. DESCRIPTION OF WATER SYSTEM

The water system was field inspected on April 3, 2008, by Arizona Corporation
Commission ("ACC" or "Commission") Staff members, Marlin Scott, Jr., Dorothy Hairs,
Marvin Millsap, and Derek Eaddy, in the accompaniment of Robert Hanford, James Moore, and
William Vernon, representing the Company.

The operation of the water system consists of a Central Arizona Project ("CAP") water
treatment plant ("WTP"), two wells, nine storage tanks, seven booster stations and a distribution
system, with four pressure zones, serving approximately 13,345 customers during the test year
ending December 31, 2006. A system schematic is shown in Figure B-l with detailed plant
facility descriptions as follows:

I

Table 1. CAP Water Canal and Treatment Plant



Well Name
Or #

ADWR
JD No.

Pump HP
Pump
GPM

Casing Size
& Depth

I
I

i

Meter
Size

#10 55-604785 350 - Turbine 1700 20/16" x 450/288'
- - I

I"

#11 55-604787 250 - Submersible 1,100 20/16" x 300/468' 10" I

TOTAL: 2,800 GPM I
I

. ._ !

Capacity
Million Gallons (MG)

Quantity
(Each)

- - - ._ _ . -_

Location

m

3.5 1 Shea WTP for raw CA1;w-ater

1.5 1 @ Lotus

1.25 4
@ Fountain Hills, Mayan, Eagle Ridge &

Crestview

500,000 gal. 3 I@Blacklbird, Golden Eagle & Eagle Nest

11.5 MGTotalsl 9
.J

EXHIBIT MSJ
Page 2 of 22

In the prior rate case with a Test Year ending December 31, 2003, the Company operated
the Shea WTP #1, a 3 million gallon per day surface water treatment plant. According to the
Company, this Shea WTP #1 was taken out-of-service in 2003 and will not be placed back into
service. (See Section H of this report for Staff's adjustments to the plant-in-service.)

Table 2. Well Data

Table 3. Storage Tanks



I
i

Location Plant Facilities
Storage Tanks

(From in Table 3)

s Blackbird
I

40 & 60-Hp VT booster pumps 500,000 gal. storage tank
I (Reservoir No. 1) 15,000 gal. pressure tank
I

Fountain Hills 75-Hp VT booster pump 1.25 MG storage tank
i (Reservoir No. 2) 100-Hp VT booster pump
I

I

r

10,000 gallon pressure tank
!
i
I
i Lotus 40 & 60-Hp VT booster pumps 1.5 MG storage tank
I (Reservoir No. 3) 1,000 gal. Pressure tank
I
I
Golden Eagle Two 125 -HP VT booster pumps 500,000 gal. storage tank

i (Reservoir No. 4)
I

I

Mayan Two 75-Hp VT booster pumps 1.25 MG storage tank

(Reservoir No. 5) 20-Hp VT boosterpump

Two 125-Hp VT booster pumps

1,000 gal. & 5,000 gal. pressure tanks
i

Eagle Ridge 1.25 MG storage tank

(Reservoir No. 6)

Crestview Two 75-Hp VT booster pumps 1.25 MG storage tank

(Reservolr No. 7) Two 40-Hp VT booster pumps

2,000 gallon pressure to;nk

Copperwynd 40-Hp VT booster pump

(Booster Station No. 8) Two 75-Hp VT booster pumps

Eagle Nest 500,000 gal. storage tank

(Reservoir No. 8)



-- _ -- -

Diameter

--.-H.

Material Length
_

4-meh n/a 57,344 ft.

6-inch n/a 488,610 ft.

8-mch n/a 217,628 ft.
10-inch n/a 4,050 ft.

12-inch n/a 132,124 ft.

16-inch n/a 30,045 ft.
I

18-inch n/a 27,613 ft.

Total: 957,414 ft.

Size Quantity

5/8 x 3/4-inch I
-

3/4-inch I8,587
I 1 - inch H4,382

1621-1/2-lnch
2-lnch 163

I 3-inch compound
.
I39

i 4-inch compound 9
6-inch compound I3

Total :ri 13,345

Size Quantity

Standard 1,540

EXHIBIT MSJ
Page 4 of22

Table 5. Water Mains

Table 6. Customer Meters

Table 7. Fire Hydrants

c. WATER USE

Water Sold

Based on the information provided by the Company, water use for the year 2006 is
presented in Figure C-1. Customer consumption experienced a high monthly average water use
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of 605 gallons per day ("GPD") per connection and a low monthly average water use of 326
GPD per connection for an average annual use of 432 GPD per connection.

Non-Account Water

Non-account water should be 10% or less. The Company reported 2,474,323,000 gallons
pumped/purchased and 2,080,213,000 gallons sold, resulting in a water loss of l5.9%. The
Company is aware of the percentage of the water loss amount and believes the CAP's intake
meter is not accurately registering. For this reason, the Company will be installing its own CAP
water meter at the Shea WTP by September 2008 .

Staff recommends that. after the Company completes its own CAP water meter
installation, the Company should begin a 12-month monitoring exercise of its water system.
Staff further recommends that the Company docket the results of the system monitoring as a
compliance item in this case by November 1, 2009. If the reported water loss for the period from
October 1, 2008 through October 1, 2009, is greater than 10%, the Company shall prepare a
report containing a detailed analysis and plan to reduce water loss to 10% or less. If the
Company believes it is not cost effective to reduce water loss to less than 10%, it should submit a
detailed cost benefit analysis to support its opinion. This report shall be docketed as a
compliance item for this proceeding for review and certification by Staff. The report or cost
benefit analysis, if required, shall be docketed by December 31, 2009. In no case shall water loss
be allowed to remain at 15% or greater.

System Analysis

The water systeln's current source capacity of 11,300 GPM and storage capacity of 11.5
million gallons is adequate to serve the present customer base and reasonable growth.

D. GROWTH

Figure D-1 depicts the customer growth using linear regression analysis. The number of
service connections was obtained Hom annual reports submitted to the Commission. During the
test year 2006, the Company had 13,345 customers and it is projected flat the Company could
have approximately 15,350 customers by December 2012.

E. MARICOPA COUNTY ENVIRONMENTAL
("MCESD") COMPLIANCE

SERVICES DEPARTMENT

Compliance

On May 1, 2008, MCESD reported the Company's system, PWS #07-017, had no major
deficiencies and based on data submitted to MCESD, MCESD has determined that this system is
currently delivering water that meets water quality standards required by the Arizona
Administrative Code, Title 18, Chapter 4.
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Water Testing Expense

The Company reported its water testing expense at $43,458 for the 2006 test year. Staff
has reviewed the Company's reported amount and has made certain adjustments to determine
Staff' s average annual cost of $25,638 as shown in Table E-l. Staffs major adjustment relates
to the disallowance of testing costs to the Shea water treatment plant #1 that is no longer in
service. The Company also did not annualize its testing cost. Staff recommends its average
annual cost of $25,638 be adopted for this proceeding.

F. ARIZONA DEPARTMENT
COMPLIANCE

OF WATER RESOURCES (ggADwR7))

The Company is located in the Phoenix Active Management Area ("AMA"). According
to ADWR, ADWR has reported that the Company is in compliance with its requirements
governing water providers and/or community water systems.

G. ARIZONA CORPORATION COMMISSION COMPLIANCE

According to the Utilities Division Compliance Section, the Company had no delinquent
ACC compliance issues.

H. REPRODUCTION COST NEW AND ORIGINAL COST

The Company submitted a trended reconstruction cost new plant asset listing for the year
ending December 31, 2006. Although the Company labeled its trended plant asset listing as
"reconstruction", the actual method used was "reproduction", Le., reproducing Original Cost
("OC") values using trend factors to estimate the Reproduction Cost New ("RCN") values. This
OC/RCN exercise reported an OC plant-in-service value of $51,053,251 and a RCN plant-in-
service value of $79,79l,438. Staff has reviewed the Company's OC and RCN values and
recommends that these values be accepted with the following adjustments :

Staffs Adjustment #1 - Used and Useful Plant

Through the field inspection and data requests, Staff considered eight plant asset items
not used and useful. Staff removed the following plant items from the OC and RCN listings:



Acct.
No. Plant item

Acquisition
Date OC RCN

304
307
307
307
320
320
320
320

Well #9 - Install exhaust fan
Well #8 1971
Well #9 1972
ENGINE WELL
CAP Plant #1 .. Plant 1986
CAP Plant #1 - Treatment equlp. 1987
CAP Plant #1 - Treatment equip. 1989
CAP Plant #1 - Treatment equip. 1989

31-Aug-99
31 -Ian-71
31-Jan-72
31-Dec~86
31-Dec-86
31-Dec-87
31 -Jan~89
31-Dec-89

595
49,329
54,139
3,348

1,320,562
288,612
397,339

4,409

797
214,695
220,589

5,388
2,179,720

465,965
610,432

6,774

Total: 2,118,334 3,704,360

EXHIBIT MSJ
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Table 8. Plant Not Used and Useful

Staffs Adjustment #2 - Reclassification of Plant

Through the review of the RCN asset listing and data requests, Staff reclassified 42 plant
asset items (that included recalculation of the RCN values using the reclassified trending factors)
from the OC and RCN listings :



I.
.

V "
No .

-

Plant item
...

Acquisit.

Date OC

Trend
Source

n
base

n
factor

.....

RCN
i

311

v.4»v"' 34'-' iv .

r :s *

§1§`ro1& Act
W el l  # 11 2 5 0  H  s u b .

'

_ ! \\

Bi* rip;
Water t reatment  study

16"  T rans Main
F H  B l v d transm i t s .  mom

4

»  |

War svc  @ 15038 scab.
Wt r  svc @ 16637 a lmost
Wt r  svc @ two c t r
WU'  svc @ 16353 e.arow
Wtr svc @ 13804 saguaro
Wtr svc @ 13804 saguaro
W t r  svc  @16850 N i ck l us
We'  svc @15361 G/eagle
W t r  svc  @14213 angu l a r
W t r  svc  @14226  angu l a r
Wt r  svc @Ji f f y  l ab c t r
Wu'  svc @16418 desert
W t r  svc  @13221 wendov
W1:r svc @11015 mea
We'  svc @11449 Inca
Wtr svc @LA Fuentes apt
War svc @12271 Chama
War svc @16439 Nic ldau
Wt r  svc @17426 Cal i co
War svc @11214 Prhridge
Wtr svc @14218 Saguaro
We'  svc @16932 Parl in
Wu'  svc @ Plat  202
W e '  svc  @ l 6629  A l m on t
W t r  svc  @ A lmont  d r  (2 )
War svc @ El  Pueblo (2)
Wt r svc @17303 e l  pueblo
Wt r svc @17252 e l  pueblo
WT'  svc @ 12031 Lamont
W11' svc@ 16069 Glenbrk
W t rsvc@ l 7 0 0 5  E n t e rp r i se
Instal l  copper ser
Insta l l  co Er ser .

Ir .lb

Service Line 1994

30-Sep-96 65,622 HW155 619 450
I
I90,267

9

»

320 2 0 0 4 34,063 HW155 4 4 4 416 36,356

L47&926
121,156

I

!

1,656
1,802
1,802
1,532
1,740
1,791
1,862 |
1,656 i
2,082 |
1,937
1,937
1,510
1,656
1,780 1
1,656 f
2 6 1 0 1
1,656 i
1,862 !
1,510
1,539
1,718
1,448

24,463

1,957
1,864
1,864
1,656
1,302
1,656
2,205
1,656

55,007
58,574

I

!
i

I

I

331
331

30-Sep-05
14-Aug-06

1,381,264
121,156

HW155
HW155

420
420

392
420

333
333

r 333
i 333
. 333
i 333
| 333
333
I 333
I 333
i 333
333
333
333

! 333
333
333
333

i 333
333
333
333
333
333
333
333

! 333
333
333
333
333

i 333
333

31 -0ct-96
31 -0ct-96
31-0ct-96
31 -0ct-96
31 -0ct-96
31 -0ct-96
31-0ct-96
31-0ct-96
3 I-Oct-96
31 -0ct-96
31-0ct-96
30-Nov-96
30-Nov-96
30-Nov-96
30-Nov-96
30-Nov-96
30-Nov-96
30-Nov-96
30-Nov-96
30-Nov-96
30-Nov-96
30-Nov-96
30-Nov-96
30-Nov-96
30-Nov-96
30-Nov-96
30-Nov-96
30-Nov-96
30-Nov-96
30-Nov-96
30-Nov-96
31-Dec-96
31-Dec-96

1,203
1,309
1,309
1,113
1,264
1,301
1,353
1,203
1,513
1,407
1,407
1,097
1,203
1,293
1,203
1,896
1,203
1,353
1,097
1,118
1,248
1,052

17,773
1,422
1,354
1,354
1,203

946
1,203
1,602
1,203

39,965
42,556

HW155
HW155
HW155
HW155
HW155
HW155
HW155
HW155
HW155
HW155
HW155
HW155
HW155
HW155
HW155
HW155
HW155
HW155
HW155
HW155
HW155
HW155
HW155
HW155
HW155
HW155
HW155
HW155
HW155
HW155
HW155
HW155
HW155

362
362
362
362
362
362
362
362
362
362
362

362
362
362
362
362
362
362
362
362
362
362
362
362
362
362
362
362
362
362
362
362
362

263
263
263
263
263
263
263
263
263
263
263
263
263
263
263
263
263
263
263
263
263
263
263
263
263
263
263
263
263
263
263
263
263

2 6 -0 c t -9 4 12,481 HW155 362 255 17,718

334 31-Jan-73 23,674 HW155 428 297 I34,116

EXHIBIT MSJ
Page 8 of22

Table 9. Plant Reclassification



31~Mar-05
3 l-Dec-96

10,368
42,984

HW155
HW155

610
610

564
394

11,214
66,548

31-Dec-93 1,814 CPI 202.6 144.5 2,543

- -

Acct.
No. .Plant item

Acquisit.
Date OC

Trend
SOUICC

n
base

n
factor RCN

304
304
304

New initiation installation
Installation of 30'x6' fencing
Professional survey for fencing

304 Total:

2006
2006
2006

2,500
4,375
4,715

HW155
HW155
HW155

434
434
434

434
434
434

2,500
4,375
4,715

11,590 11,590

311
311
311

Recondition motor
Removal & repair pump
Removal & repair motor/pump

311 Total:

2006
2006
2006

7,448
5,513

13,123

HW155
HW155
HW155

619
619
619

619
619
619

I

1

I

7,448
5,513

13,123
26,084 26,084

TOTAL: $37,674 $37,674

EXHIBIT MSJ
Page 9 of22

335
335

340

From Accts: 311 & 333 to
| Fire Hydrant & DIP
I Install hydrant 1996

From Acct. 333 to
1 Chairs (5) & Conf. Room

Staffs Adjustment #3 - Capitalization of Expenditures

Staff capitalized six outside service expenditure items that were included in the OC and
RCN listings :

Table 10. Capitalization of Expenditures

Staff' s Adjustment to the Plant-in-Service

Ba sed  on  S t a ffs  a bove  a d ju s t m en t s  t o  t h e  C om p a n y' s  OC  a n d  RC N p l a n t - i n - ser vi ce
va l ues ,  S t a ff  r ecom m en ds  t h e  fol l owi n g  OC a n d  RCN p l a n t - i n - ser vi ce  va l ues  be  u sed  a s  a
guideline for  purposes of setting rates in  this proceeding:



Staffs
. . .
:>4Recommended. Q *§. §

. . "

' 4.sewfce_ _PlantCompany's Plant-1n-Service

Acct.
No. Descriptions OC RCN OC RCN

1

1

I

E
!
I

I

1

1

1

I

303
304

307
311
320
330
331
333
334
335
339
340

341
343

346
348

Land & Land Rights
Strictures & Improvements

Wells
Pumping Equipment
Water Treatment Equipment
Distribution Reservoirs
Trans. & Distribution Mains

Services
Meters
Hydrants
Other Plant & Misc. Equip.
Office Furniture & Equip.

Transportation Equipment
Tools, Shop & Garage Equip.

Communication Equipment

Other Tangible Plant

271,857

1,518,648
332,065

1,506,908
7,763,500
8,176,967

17,450,634
7,389,930
2,725,673
1,171,633

1,717,230
270,358

535,315
149,365

39,105
34,063

271,857
1,965,394

908,287
3,160,902
9,969,130

13,002,689
31,920,448
9,304,078

3,981,833
2,192,853

1,814,021
349,449
663,541

195,755
57,138

34,063

271,857
1,529,643

159,627
1,588,245
5,786,640
6,512,148

18,953,054
7,496,338
2,736,866
1,224,985
1,717,230

272,172
535,315
149,365

39,105
0

I

I
I

I

271,857

1,976,187
380,043

3,266,628
6,742,594

11,070,393
33,521,530

9,450,989

3,998,143
2,270,616

1,814,021
351,993

663,541
195,755

57,138
0

Totals:
!

$51,053,251 379,791,438 :$76,031,428$48,972,590
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Table 11. Staffs Adjustment to Plant-in-Service

l

I
I

i

1. ACQUISITION OF ADDITIONAL CAP WATER ALLOCATION

Background

In 1983, the Secretary of the Interior released its decision regarding the final allocation of
CAP Water. Under that decision, 638,823 acre-feet of the annual water supply was allocated to
municipal and industrial ("M&I") users. However, some entities that were allocated M&l water
declined to enter into a subcontract, leaving a total of 80,312 acre-feet of the M&l supply
available for reallocation. Of this amount, 14,665 acre-feet was reassigned due to the Indian
Tribe Water Rights Settlement Act of 1992, resulting in 65,647 acre-feet of water being available
for reallocation of CAP M&I water users.

In 1994, the ADWR initiated a process to develop a recommended reallocation for the
65,647 acre-feet of uncontracted MALI CAP Water. The ADWR solicited applications and a total
of 53 entities applied, requesting more than 350,000 acre-feet of water. Using a selected
methodology, the ADWR selected 26 applicants that allocated a portion of the 65,647 acre-feet
of CAP water. Using this methodology, ADWR apportioned the water to provide a dependable
water supply by using a demand rate which reflects the maximum use rates set by the Second
Management Plan in the AMAs through the year 2023. However, the process was never
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completed due to an intervening lawsuit between the U.S. Bureau of Reclamation and the Central
Arizona Water  Conservation Distr ic t  ("CAWCD") regarding the CAWCD's repayment
obligation for the CAP.

In 1999, after a five year delay, the ADWR reinitiate the reallocation process. Using the
same basic methodology that was used to generate the 1994 allocation, the ADWR regenerated
the proportionate share of the 65,647 acre-feet relative to the population projections and water
demand for the year 2040. However, because the total projected needs of the applicants were
considerably greater than the supply, the total amount of water that could be allocated to any
applicant was limited to 8,206 acre-feet or 12.5% of the total supply of 65,647 acre-feet.

Of the original 26 applicants considered in the reallocation process, some applicants had
elected to not participate in the 1999 reallocation process. As a result,  the ADWR made a
reallocation recommendation for the remaining 20 applicants. The final recommendation
regarding the reallocation of the 65,647 acre-feet of M&I CAP water included the Company
receiving 1,931 acre-feet of additional CAP water.

Company's Additional CAP Water Allocation

In its rate application filing with a Test Year ending December 31, 2006, the Company
stated that it will be purchasing by January 2008 aN additional 1,931 acre-feet per year of CAP
Water at a cost of $l,280,000. The Company purchased this additional allocation in December
2007. The Company currently has a CAP Water allocation of 6,978 acre-feet per year.
According to the Company, the additional CAP Water allocation is needed to, a) improve the
long-terrn security of water supplies for its customers, 2) allow the Company to reinforce and
continue its reliance on a renewable supply of surface water, and 3) the additional allocation will
act as a drought buffer.

Staff has evaluated the additional CAP Water allocation to determine if the additional
allocation is needed and if so, how much of the allocation would be needed. To assist in its
evaluation, Staff produced Table 1-2 and Figure I-l to show the CAP Water Allocation and its
projected use. The data in Table 1-2 was taken from the Company's Annual Reports and used to
depict the CAP Water purchased using linear regression analysis. Based on Figure 1-1, it appears
the current CAP Water allocation was exceeded in 2006 and that additional CAP Water is
needed. Figure 1-1 also shows that approximately half of the requested allocation (314.6 million
gallons or 966 acre-feet per year) would be needed within a five-year period.

In Decision No. 68238, dated October 25, 2005, the Company was granted an Order
Preliminary ("OP") for a Certificate of Convenience and Necessity ("CC&N") extension. In
order to obtain a Final Order granting this CC&N extension, one of the requirements was for the
Company to demonstrate sufficient water source capacity for its water system. The OP
compliance requirements are due within a three-year timeframe, with a due date of October 25,
2008.

Based on the above discussion,  approximately half of the requested CAP Water
allocation of 966 acre-feet per year should be considered used and useful.



EXHIBIT MSJ
Page 12 of 22

J. DEPRECIATION RATES

In the prior rate case, the Company adopted Staffs typical and customary depreciation
rates. These rates are presented in Table J-1 and it is recommended that the Company continue
to use these deprecia t ion ra tes  by individua l Nat iona l Associa t ion of Regula tory Utility
Commissioners ("NARUC") category.

K SERVICE LINE AND METER INSTALLATION CHARGES

The Company requested no changes to its service line and meter installation charges.
These unchanged installation charges are shown in Table K-1 .

L. CURTAILMENT TARIFF

The Company has an approved curtaihnent tariff that became effective on October 1,
2005.

M. BACKFLOW PREVENTION TARIFF

The Company has an approved backflow prevention tar iff that  became effective on
October 1, 2005.
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Growth . .Figure D-l

CAP Water Allocation . . Figure I- 1

TABLES

Water Testing Cost .Table E-1

Water Pumped and Purchased .. .Table 1-2
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Figure A-1. Maricopa County Map
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CHAPARRAL CITY WATER COMPANY.i I

i
Water Testing Cost for TY 2006

Constituents Frequency
No. of

Samples
Cost per
Sample

Total
Cost

Average i
Annual !

Cost i
V
I

I
I
I

CAP Intake (Raw)
Total/Fecal Coliform
Guardia/Crypotosporidium
TOC
Total Alkalinity
Perchlorate
Aluminum
Others/IOC

I
I
I

I
I

I

I
I
I

|

I

Well #10 - Palisades (POE #003)
IOns
Asbestos
Nitrate
Nitrite
VOCs
SOCs
Radiochemical - G.A.
Sodium
Nickel
Unregulated (UCMR)
Total Coliform
Others/IOCs

I

I

I
i

I

Well #11 - Saguaro (POE #004)
IOns
Asbestos
Nitrate
Nitrite
VOCs
SOCs
Radiochemical - G.A.
Sodium
Nickel
Unregulated (UCMR)
Total Coliform
Others/IOCs

Shea SWTP #2 (POE #005)
IOns
Asbestos
Nitrate

we e d y
quarterly
monthly
monthly
monthly
quarterly
3 -years

3-years
9 -years
quarterly
9-years
3-years

2 qtas./3 yrs.
4 qrtrs./4 yrs.

3-years
3-years

2 qrtrs. In 2006
monthly
3-years

3-years
9 -years
quarterly
9-years
3-years

2 qrtrs./3 yrs.
4 qrtrs./4 yrs.

3-years
3-years

2 qrtrs. In 2006
monthly
3-years

yearly
9 years

quarterly

$1,040
$0
$420
$108
$540
$44
$0

$393
$108
$60
$15
$90
$2J10
$200
$11
$11
$0
$216
$0

$393
$108
$60
$15
$90
$0
$200
$11
$11
$0
$240
$0

$393
$108
$60

I

I

$1,040
$0

$420
$108
$540
$44
$0

i

I

I

I

I

$131
$12
$60
$2
$30
$703
$50
$4
$4
$0

$216
$0

I

!

i

$131
$12
$60
$2
$30
$0
$50
$4.
$4
$0

$240
$0

I

I

$393
$12
$60
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Table E-1. Water Testing Cost

52
4
12
12
12
4
1

$20
$0

$35
$9

$45
$11
$0

1

1

4

1

l

2

4

1

1

2

1 2

1

$393
$108
$l5
$15
$90

$1,055
$50
$11
$11
$0
$18
$0

1

1

4

1

1

2

4

1

1

2

1 2

1

$393
$108
$15
$15
$90
$0

$50
$11
$11
$0

$20
$0

4

1

1

4

$393
$108
$15



TOTALS: $31,865 $25,638

i

Nitrite
VOCs
SOCs
Radiochemical - G.A.
Sodium
Nickel
Unregulated (UCMR)
Giardia/Crypotosporidium
Aluminum
Total alkalinity
Calcium
TOC
Perchlorate
Others/IOC

I

I

Distribution System
Total Coliform
HAA5 s
TTHMs
Lead & Copper
Asbestos

Shea SWTP WW Discharge
IOns
VOCs
SOCs

I
!

i

Miscellaneous:
Watertrax USA
Others
MWL - Alkalinity
MWL - supplies

9 years
yearly

2 qrtrs./3 yrs.
4 qrtrs./4 yrs.

yearly
yearly

4 qrtrs. In 2006
quarterly
monthly
monthly
monthly
monthly
monthly
3-years

monthly
quarterly
quarterly
3-years
9 years

annual
annual
annual

annual
annual

one time
one time

1

1

2

4

l

1

4

4

1 2

1 2

1 2

1 2

1 2

1

3 0 0

4 8

4 8

3 0

2

1

1

1

1

1

1

1

$15
$90

$1,055
$50
$11
$11
$0
$0
$11
$9
$11
$35
$45
$0

$18
$85
$65
$22

$108

$0
$90

$1,055

$3,825
$600
$130

$1,865

$15
$90
$2410
$200
$11
$11
$0
$0
$132
$108
$132
$420
$540
$0

$5,400
$4980
$3,120
$660
$216

$0
$90
$1,055

$3,825
$600
$130
$1,865

$2
$90
$703
$50
$11
$11
$0
$0

$132
$108
$132
$420
$540
$0'

I

$5,400
$4,080

$3,120

$220

$24 i

I

I

$0
$90

$1,055

i

$3,825
$600
$43
$622
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NARUC
Acct. No. Depreciable Plant

Average
Service Life

(Years)

Annual
Accrual
Rate (%)

1""
I
r 852i - Structures ba Improvements

"""80"_"_
-8.832§" --

.I
I

305
306

Collecting & Impounding Reservoirs 40 2.50

Lake, River, Canal Intakes 40 2.50

307i

i Wells & Springs 30
I

3.33
I 308 Infiltration Galleries 15 6.67

309i Raw Water Supply Mains 50 2.00
I

! 310 Power Generation Equipment 20 I5.00

311 Pumping Equipment 8
i

320 Water Treatment Equipment a "E :
*Q

\,{ .

:Lv .9

I 320.1 Water Treatment Plants 30 3.33
I

320.2 Solution Chemical Feeders 5 20.0
I

I 330 Distribution Reservoirs & Standpipes ~4."e 1

1 r .

I
I
I 330.1 Storage Tanks 45 I2.22

330.2
I

i Pressure Tanks 20 I5.00
I

331 Transmission & Distribution Mains. 50 2.00
I

333 Services 30 3.33

334 Meters 12 8.33

335I
I

Hydrants 50 2.00

336
I
I
I Backflow Prevention Devices 15 6.67
.
! 339 Other Plant & Misc Equipment 15 6.67

340 Office Furniture & Equipment 15 6.67

340.11 Computers & Software 5 20.00 i

341 Transportation Equipment 5 20.00
I 342 Stores Equipment 25 4.00 i

343 Tools, Shop & Garage Equipment 20 i5.00

344i Laboratory Equipment 10 10.00
I
I 345 Power Operated Equipment 20 I5.00
i 346 Communication Equipment 10 i10.00

347 Miscellaneous Equlpment 10 10.00

348 Other Tangible Plant 10 10.00

i
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Table 1-1. Depreciation Rates



a Meter Size
i
I

Current
Service Line

Charges

Current
Meter

Charges

I
IQ
1

Current
Total

Charges

$520528 x3/41n_h $385 $135

3/4-mch |
Ig 1-inch

I
I
i

1 - 1 /2-inch

2-inch Turbine
2-inch Compound

$385 $215 $600

$435 $255 $690

$470 $465 $935

$630
$630

$965
$1,690

$1,595
$2,320

I

I

3-inch Turbine
3-inch Compound

4-inch Turbine
4-inch Compound

6-inch Turbine
6-inch Compound

$805
$845

$1,470
$2,265

$2,275
$3,110

$1,170
$1,230

$2,350
$3,245

$3,520
$4,475

$1,730
$1,770

$4,545
$6,280

!

I
I

$6,275
$8,050

I 8-mch 8; Larger At Cost At Cost At Cost
I
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Table K-1.  Service Line and Meter  Installat ion  Charges
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EXECUTIVE SUMMARY
CHAPARRAL CITY WATER COMPANY, INC.

DOCKET no. W-02113A-07-0551

Chaparral City Water Company, Inc. ("Chaparral City" or "Company") is an Arizona-
based corporation that provides water utility service to the Town of Fountain Hills which is
located along the eastern city limits of Scottsdale within Maricopa County. The Company
served approximately 13,500 customers during the test year ended December 31, 2006. The
Company's current rates were approved in Decision No. 68176, dated September 30, 2005, and
became effective on October l, 2005. Chaparral City's sole shareholder is American States
Water Company, which is publicly traded on the New York Stock Exchange.

The Company proposes rates that would produce operating revenue of $10,515,017 and
operating income of $2,681,268 for a 9.32 percent rate of return on a fair value rate base
("FVRB") of $28,768,975. The Colnpany's proposal would increase annual operating revenues
by $3,068,317, or 41.20 percent, over test year revenues of $7,446,700. Under the Company's
proposed rates, the average residential %-inch meter customer consuming 8,450 gallons per
month would experience an $11.79, or 36.41 percent, increase in his/her monthly bill Nom
$32.37 to $44.16.

Staff recommends total annual operating revenue of $9,181,965 and operating income of
$2,055,831 for a 7.60 percent rate of return on a FVRB of $27,050,414. Staffs recommended
revenue represents an increase of $l,735,265, or 23.30 percent, over test year revenues of
$7,446,700. Under Staffs recommended rates, the average residential %-inch meter customer
consuming 8,450 gallons per month would experience a $4.09, or 12.63 percent, increase in
his/her monthly bill from $32.37 to $36.46.

Staffs recommended rates would have a residential 3/4-inch meter customer consuming
the median usage of 5,500 gallons per month paying $27.85, or $2.91 more than the current
$24.94 for a 11.67 percent increase. By comparison, a residential 3/4-inch meter customer
consuming the median usage of 5,500 gallons per month under the Company's proposed rates
would be billed $34.03, or $9.09 more than the current $24.94 for a 36.43 percent increase.
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1 INTRODUCTION

2 Q. Please state your name,occupation,and business address.

3

4

5

My name is Marvin E. Millsap. I am a Public Utilities Analyst W employed by the

Arizona Corporation Commission ("ACC" or "Commission") in the Utilities Division

("Staff"). My business address is 1200 West Washington Street, Phoenix, Arizona 85007.

6

7 Q-

8

Briefly describe your responsibilities as a Public Utilities Analyst IV.

In my capacity as a Public Utilities Analyst W, I analyze and examine accounting,

9 financial, statistical and other information and prepare reports based on my analyses that

10

11

present Staffs recommendations to the Commission on utility revenue requirements, rate

design and other matters.

12

13 Q. Please describe your educational background and professional experience.

14 In 1991, I received a Masters degree in Business Administration, with a major in

15

16

17

18

19

20

management. My studies included courses in economics, Nuance, research, information

systems, entrepreneurship and marketing. In 1970, I graduated from Arizona State

University, receiving a Bachelor of Science degree in Accounting. I am a Certified Public

Accountant licensed to practice Public Accounting with the Arizona State Board of

Accountancy. I have previously been licensed to practice Public Accounting with the

Kansas and South Carolina State Boards of Accountancy. In addition, I am a Certified

21 Government Financial Manager ("CGFM") as designated by the Association of

22 Government Accountants ("AGA"). I have attended various seminars and classes on such

23

24

25

subjects as accounting, auditing, financial reporting, management of people and

organizations, taxation, financing of water and wastewater systems and utility regulatory

issues sponsored by the National Association of Regulatory Utility CommissionerS',

American Institute of Certified Public Accountants and the AGA. I am a member of the26

A.

A.

A.
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l American Institute of Certified Public Accountants and the Association of Government

2

3

Accountants. I have also attained the designations of "Competent Communicator" and

"Competent Leader" with Toastmasters, International.

4

5

6

7

8

9

10

11

12

13

14

I joined the Commission as a Public Utilities Analyst in October of 2007. Previously, I

was employed by Me Kansas Corporation Commission from May 1993 to May 1997, as a

Managing Regulatory Utility Auditor and the Arizona Corporation Commission from

November 1989 through May 1993, first as a Utilities Auditor and subsequently as a Rate

Analyst and Senior Rate Analyst. In May 1997, I began working as a Senior Auditor with

the Federal Communications Commission in Washington, DC, and subsequently became a

Public Utilities Specialist with the Western Area Power Administration in Phoenix where I

worked in Power Marketing arid purchased power contract management. Most recently I

worked for the U. S. State Department in Charleston, SC, as a Post Allotment Accountant

and assisted with training of the Budget arid Finance Staff at several Embassies in Europe,

Aiitica and South America.15

16

17

18

19

20

21

22

23

24

Prior to accepting State regulatory positions, I was employed with national and local

Certified Public Accounting firms for approximately 12 years performing financial and

operational audits, as well as providing tax and accounting services. Additionally, I was

involved wide municipal electric, natural gas, water and waste water utility system operations

and accounting for approximately 8 years at the City of Mesa and the Town of Wickenburg,

Arizona. My experience includes being Chief Financial Officer of a construction company

and a real estate development company, as well as managing commercial and residential

construction projects. I have also been a Business Law instructor for the Limbers CPA

25 ReviewCol1I°s€.
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1

2

3

4

5

Have you previously testified as an expert witness?

Yes. Shave testified before the Kansas Corporation Commission in several electric and gas

utilities' rate cases, and regarding telecommunications issues. In addition, l have testified

before the Arizona Corporation Commission. Shave also testified as an expert witness before

the Interstate Commerce Commission.

6

7 Q- What is the scope of your testimony in this case?

8

9

10

11 increase.

12

13

14

I am presenting Staff"s analysis and recommendations regarding Chaparral City Water

Company, lnc.'s ("CCWC," "Chaparral City" or "Company") application for a

determination of the current fair value of its utility plant and property and a permanent rate

I am presenting testimony and schedules addressing rate base, operating

revenues and expenses, revenue requirement, and rate design. Staff witness Mr. Pedro M.

Chaves is presenting Staffs cost of capital and capital structure analysis and

recommendations. Mr. Marlin Scott, Jr. is presenting Staff's engineering analysis and

15 recommendations.

16

17 Q-

18

19

20

21

22

A.

A.

Q.

A.

What is the basis of your testimony in this case?

I performed a regulatory audit of the Company's application and records. The regulatory

audit consisted of examining and testing financial information, accounting records, and

other supporting documentation and verifying that the accounting principles applied were

in accordance with the Commission adopted National Association of Regulatory Utility

Commissioners ("NARUC") Uniform System of Accounts ("USOA").
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1 BACKGROUND

2 Q- Would you please provide the background of this application

10

Chaparral City is an Arizona-based corporation that provides water utility service to the

Town of Fountain Hills which is located along the eastern city limits of Scottsdale within

Maricopa County. The Company served approximately 13,500 customers during the test

year ended December 31, 2006. The Company's last full rate case resulted in Decision

No. 68176, dated September 30, 2005, which became effective on October 1, 2005. An

Appeal and Remand case resulted in Decision No. 70441, dated July 17, 2008, which

granted CCWC $12,143 in additional revenues. Chaparral City's sole shareholder is

American States Water Company, which is publicly traded on the New York Stock

Exchange

On September 26, 2007, Chaparral City tiled an application requesting determination of

the current fair value of its utility plant and property and a permanent rate increase. On

October 26, 2007, Staff filed a letter declaring the application sufficient and classifying

the Company as a Class A utility

18

19

SUMMARY OF TESTIMONY AND RECOMMENDATIONS

Q Please summarize the Company's filing

The Company proposes rates that would produce operating revenue of $10,515,017 and

operating income of $2,681,268 for a 9.32 percent rate of return on a fair value rate base

("FVRB") of $28,768,975 The Company's proposal would increase annual operating

revenues by $3,068,317, or 41.20 percent, over test year revenues of $7,446,700 It

should be noted that $32,536 in adjustments to plant in service per Decision No. 68176

had to be added to original cost rate base ("OCRB") and FVRB because this amount did

not get canted forward from Exhibit Schedule B-2, Page ac, where it was included in the
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1

2

3

beginning balance from the Decision, to Exhibit Schedule B-2, Page 1. Exhibit Schedule

B-2, Page 1 develops the Company's OCRB that is reflected in Exhibit Schedule B-1,

Page l, which also develops the Company's FVRB. FVRB then Hows through 'to Exhibit

4

5

Schedule A-1, Page 1, where it is used to calculate the gross revenue requirement. The

Company acknowledged the omission of the $32,536.

6

7 Q- Please summarize Staff's recommendations.

8

9

10

11

Staff recommends total annual operating revenue of $9,181,965 and operating income of

$2,055,831 for a 7.60 percent fair value rate of return on a FVRB of $27,050,414. Staffs

recommended revenue represents an increase of $1,735,265, or 23.30 percent, over test

year revenues of $7,446,700.

12

13 Q- Please summarize the rate base recommendations and adjustments addressed in

14 your testimony.

15 My testimony addresses the following issues:

16

17

18

19

20

21

22

23

24

25

26

A.

A.

Shared Gain on Well - This adjustment increases the unamortized portion ($646,000) of

the settlement proceeds by $570,000. The settlement proceeds received from Fountain

Hills Sanitation District for discontinuing the use of Wells 8 and 9 ("Wells"), which are

fully depreciated, have been characterized as a gain on the sale of property. However,

close examination of the transaction indicates that no transfer of property occurred. The

Company proposed an equal sharing with the ratepayers and a ten-year amortization. in

Staffs opinion, the transaction is not a sale, so a 50 ... 50 sharing is not appropriate. Thus

the entire settlement proceeds should be recognized in such a way as to benefit ratepayers

and amortize the proceeds over a ten-year period beginning in 2005. This adjustment is

the same for OCRB and the reconstruction cost rate base ("RCRB").
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1

2

3

4

Deferred Relzulatorv Assets - This adjustment decreases deferred regulatory assets related

to OCRB by $1,280,000 and the RCRB by $1,280,000 This adjustment removes the

Company's pro forma adjustment that added the cost of the additional Central Arizona

Project ("CAP") allocation acquired in 2007. Staff recommends reclassifying the cost of

the additional CAP allocation as a water right in Land and Land Rights due to its attribute

of existing into perpetuity.

5

6

7

8

9

10

11

12

13

14

General Office Plant Allocation - This adjustment increases the General Office plant

allocation OCRB by $124,299 and RCRB by $174,963. This adjustMent removes a

portion of the Company's pro forma adjustment for General Office ("GO") plant relating

to studies mandated by the California Public Utilities Commission or California Statutes

and made before the acquisition of CCWC, thus benefiting only California operations.

This adjustment also removes the cost of luxury vehicles from GO plant. This adjustment

also reflects an increase from 3.21% to 4.0% in the allocation percentage used to allocate

GO plant.15

16

17

18

19

20

21

22

23

24

Accumulated Depreciation - This adjustment increases Accumulated Depreciation related

to the GO plant allocation percentage. CCWC plant accumulated depreciation is reduced

due to the retirement of plant and increased for the capitalization of plant items that had

been expensed in error for a net decrease of $2,031,950 This adjustment decreases

Accumulated Depreciation related to the RCRB by $2,506,970. This adjustment reflects

the difference between Staff's and the Company's calculation of RCND Accumulated

Depreciation and Me additions and retirements of CCWC plant and the changes related to

GO plant mentioned above.

25
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1 Elimination of Worldng Capital Components This adjustment decreases Unamortized

2

3

4

5

6

7

8

Debt Issuance Costs, Prepayments and Materials and Supplies kiventory related to OCRB

by $424,010, $192,485 and $14,521, respectively. These items are normally considered

worldng capital components. This adjustment decreases these items as related to the

RCRB by $424,010, $192,485 and S14,52l, respectively. The Company has not requested

a cash worldng capital allowance and did not submit a lead/lag study to determine what

allowance should be made for cash worldng capital, so including other components of

worldng capital in rate base is inappropriate.

9

10

11

12

13

Capitalize Outside Services Expenses - This adjustment increases plant-in-service by

$37,673 to reclassify test year expenditures that had been included in operating expenses.

It was determined that these purchases would benefit more that one accounting period and,

thus, should be capitalized and depreciated ratably over their estimated useful lives.

14

15 Retire Wells and Other Plant Not-In-Use

16

This adjustment reduces plant-in-service by

$2,118,334 to remove plant items which are not used and useful. Among these items are

17

18

19

Wells and a water treatment facility. For RCRB purposes these two OCRB adjustments

have been combined, along with the CAP allocation purchase, into One adjustment that

also incorporates the retirements and reclassifications discussed in Marlin Scott, Jr.'s

20 testimony.
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1 Q Please summarize the operating income recommendations and adjustments

addressed in your testimony

My testimony addresses the following issues

Well Settlement Proceeds- This adjustment increases the Company's negative expense by

a negative $76,000, to a negative $152,000. This adjustment reflects recognition of the

allocation of one hundred percent of the proceeds from the settlement with Fountain Hills

Sanitation District for removing two wells from service to ratepayers, not providing a

replacement well and amortizing the proceeds over ten years

Purchased Water This adjustment decreases expenses by $20,306. This adjustment

accounts for known and measurable changes in rates Hom the Central Arizona Proj et and

Central Arizona Groundwater Replenishment District ("CAGRD") and the expenses

related to the additional CAP water allotment that is fifty~percent used and useful

This adjustment decreases expenses by $86,188 to reflect the

retirement of plant, capitalization of plant items expensed in the test year, increase in the

GO plant allocation from 3.21 percent to 4.0 percent and application of Staff s composite

Depreciation Expense

depreciation rate to contributions in aid of construction ("CIAC")

Miscellaneous Expense - This adjustment increases expenses by $38,164 to reflect an

increase in the GO expense allocation Horn 3.74 percent to 4.0 percent, and removes $950

of lobbying costs included in membership dues paid during the test year for a net increase

of$3'7,2.14
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1

2

3

CAP Amortization - This adjustment decreases expenses by $64,000. This adjustment

removes $64,000 related to the purchase of the additional CAP allocation that has been

determined to be an intangible asset not eligible for amortization.

4

5

6

7

8

Rate Case Expense .- This adjustment decreases expenses by $61,538 to reflect a

normalized amount of $83,333.

9

10

Chemicals Expense - This adjustment decreases expenses by $27,630 to reflect a

normalized amount of $99,827.

11

12

Repairs 8; Maintenance - This adjustment decreases expenses by $19,018. This amount

includes the disallowance of $5,543 in expenses related to the purchase of beverages as an

employee benefit and to reflect a normalized amount of $85,591 .13

14

Insurance- This adjustment increases expenses by $3,654 to reflect a normalized amount

of$2,360.

15

16

17

18

19

20

21

22

Outside Services - This adjustment decreases expenses by $38,048 to remove disallowed

expenses and capitalize costs expensed that should have been classified as plant-in-

service.

23

Water Testing Expense - This adjustment decreases expenses by $17,820 to reflect a

normalized amount of $25,638.

24
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1

2

3

Property Tax Expense- This adjustment decreases expenses by $33,413 to reflect Staffs

calculation using the modified Arizona Department of Revenue property tax calculation

methodology.

4

5

6

Income Tax Expense -- This adjustment increases expenses by $197,275 to reflect

application of statutory state and federal income tax rates to Staffs taxable income.

7

8

9

10

RATE BASE

Q- Please review Chaparral City's proposed rate base.

The Company is proposing a FVRB of 328,768,975 based upon an equal weighting of its

OCRB and RCRB as shown on ScheduleMEM FVRB-2.11

12

13 Q-

14

15

Is Staff recommending any changes to the Conlpany's proposed rate base?

Yes. Staff recommends a FVRB of $27,050,414 based upon an equal weighting of Staff' s

OCRB and RCRB as shown on Schedule MEM FVRB-2, a reduction of $1,718,560 Hom

the Company's proposed FVRB.16

17

18

19

20

Q.

21

22

A.

A.

A.

How manyratebase adjustments is Staff recommending"

Staff recommends seven adjustments to rate base as shown on Schedules MEM-3 and

MEM-4. Each adjustment described below is made to the OCRB, with a corresponding

adjustment made to the RCRB as shown on Schedules MEM RCN-1 and MEM RCN-2.

A detailed explanation of Stat? s adjustments follows below.
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1

2

Rate Base Adjustment No. 1 - Settlement Proceeds for Wells Taken Out-of-Service.

What are the circumstances which resulted in the settlement with the Fountain HillsQ-

3

4

5

6

7

8

9

Sanitation District for taking Wells 8 and 9 ("Wells") out of service?

Fountain Hills Sanitary District ("District") needed an aquifer storage and recovery well

("effluent storage well") to pump and store its effluent. The effluent storage well would

be located near the Wells,-.a potable water source. The close proximity of the effluent

storage well to the potable water source posed a contamination risk, so the prior owners of

CCWC, MCO Properties ("MCO"), and the District began negotiations in order to remove

any possible adverse consequences to the Company's customers.

10

11

12

13

14

15

16

MCO and the District reached an agreement to exchange wells. One of the key terms of

the agreement was that the District would provide a new replacement well with similar

water quality and production capacity as the Wells. After the replacement well was built

and the new effluent storage well became operational, the Wells would be taken out of

service and physically isolated from the system. Unfortunately, the District was unable to

construct an adequate replacement well and a new agreement had to be negotiated.

17

18 Q-

19

20

21

What was the new agreement?

In February, 2005, CCWC and the District reached an agreement wherein the District paid

CCWC $1,520,000 in exchange for the Wells no longer being used to prov ide potable

water service.

22

23 Q-

24

When were Wells 8 and 9 put in service?

Wells 8 and 9 were put in service in 1971 and 1972, respectively.

25

A.

A.

A.
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1 Q-

2

3

4

5

6

Are these Wells fully depreciated?

Yes, they became fully depreciated in 2001 and 2002 according to the Company's

response to Data Request MEM 7.3. The useful life assigned to "Wells and Springs" is 30

years but, because CCWC uses the group depreciation method, the cost of the wells is still

included in the calculation of depreciation expense and the determination of rate base until

new rates become effective as a result of the instant rate case.

7

8 Q. Has CCWC been compensated for the risk it incurred in making the investment in

9 the Wells?

10

11

12

13

Yes, the ratepayers, through the depreciation expense and return on rate base included in

their water service rates, have paid the Company for the original cost of the Wells, and

have continued to pay because CCWC uses the "group depreciation method", which will

be addressed later in my testimony.

14

15 Q. Does the $1.52 million payment represent a gain on the sale of uti l i ty  property?

16

17

18

19

20

21

No, it does not. The Company did not sell the Wells. The Company continues to own the

wells. Therefore, no gain was realized. The $1.52 million payment is the proceeds from a

settlement agreement. Consequently, any characterization of the settlement proceeds as a

"gain" is incorrect. Additionally, the Company could potentially sell the Wells at some

point in the future. Although the agreement gives the District an option to acquire well 8

for no additional consideration, this had not occurred at the time of Staffs on-site visit on

22

A.

A.

A.

April 3, 2008.
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1 Q-

2

3

4

How was the settlement amount of $1.52 million determined?

According to the testimony of Mr. Robert N. Hanford, District Manager of CCWC, the

$1.52 million represents the "equivalent cost of water to replace that amount the Wells

would have produced over the remainder of its useful life" ( p a g e 10, at line 12).

5

6 Q. Has the Company replaced the water supply that would have served customers from
l

7

8

9

10

11

12

13

14

15

the Wells with more expensive CAP water?

Yes. The Company has replaced the water that would have been pumped from Well 9 to

serve customers with part of the 6,978 acre feet of CAP water from its 1984 CAP contract.

CAP water, which is significantly more expensive than the cost of using water iron Well

9. Moreover, the customers have fully paid for the well and the approximately $1.52

million in water contained in it. The $1.52 million was meant to compensate the

Company for an equal amount of water regardless of where the Company actually

obtained the water. The $1.52 million would effectively lower the cost of the more

expensive CAP water to that of the less expensive water that would have been pumped

Nom Well 9, therefore, malting the customers whole.16

17

18

19

20

21

22

Q-

23

24

A.

A.

A.

Why was the well water replaced with the CAP water?

The Company's 6,978 acre feet of CAP water, in most prior years, was actually more than

that needed to serve its test year customers. Therefore, since it had an excess of water

ham its underutilized CAP allocation, and would have had to pay the same amount for the

CAP water regardless of the amount it used, the Company made a management decision to

stop using water from well 9. This decision effectively replaced Well 9 water with CAP

water.
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1 Q.

2

Will the CCWC customers have to pay higher rates because CAP water is used?

Yes, because CAP water is more expensive than pumping ground water.

3

4 Q- Is there another reason for utilizing CAP water?

5

6

Yes, CAP water is a renewable resource and its use is encouraged by the Arizona

Department of Water Resources ("ADWR") as being in the public interest.

7

8

9

10

Q- What ratemaking treatment does the Company propose for the $1.52 million in

11

12

13

14

15

16

settlement proceeds?

The Company proposes a 50 - 50 sharing between the ratepayers and the shareholders.

Specifically, the Company proposes to set up a regulatory liability to reduce rate base by

one-half of the $1.52 million (or $760,000). The regulatory liability would be amortized

over 10 years and would have the effect of reducing operating expenses by one-tenth (or

approximately $76,000) each year for ten years. The total amount the Company has

proposed is $646,000 which represents the $760,000 amortized over two years [i.e.,

$760,000 .- ($76,000/2) - $76,000 = $646,000].

17

18

19

20

Q- What is the basis for the Company's proposal?

21

22

A.

A.

A.

A. The Company states that "There is precedent by this Commission to share extraordinary

gains equally between due Company's shareholders and its rate payers." See Arizona

Water Company .- Eastern Group Decision No. 66849 (March 19, 2004) at 32-35 ..."

(Bourassa, page ll, at line 5). .



l l

Direct Testimony of Marvin E. Millsap
Docket No. W-02113A-07-0551
Page 15

1 Q- Does Staff believe that this settlement is similar or identical to the Arizona Water

2

3

4

case cited above?

No. Although both involve a settlement, the Arizona Water case results in a monetary

payment being received in addition to replacement water. In the CCWC case, the

settlement proceeds represent the anticipated cost of replacement water.5

6

7

8

Q- For ratemaking purposes, how should the $1.52 million be treated?

9

10

11

Staff is recommending that all of the $1.52 million in settlement proceeds (which

represents the cost to replace the Wells' water supply that customers had fully paid for)

flow through to rate payers to compensate them for the higher rates they are paying and

will continue to pay for the CAP water that replaced the Wells' water supply.

12

13 Q- What is Staff's adjustment to rate base?

Staff recommends reducing rate base by $1.52 million less the amortization expense for

2005 and 2006 leaving a regulatory liability balance of $1,216,000.

14

15

16

17

18 Q-

19

20

21

Rate Base Adjustment No. 2 - Deferred Regulatory Assets

Briefly discuss the Company's Central Arizona Project ("CAP") water allocations.

The Company has two CAP allocations. One is a 6,978 acre feet allocation that was

purchased in 1984 and used to serve test year customers. The other is a 1,931 acre feet

allocation purchased in 2007 .

22

23 Q-

24

25

26

A.

A.

A.

A.

A.

What is the Company proposing regarding Deferred Regulatory Assets?

The Company has made a pro-forma adjustment to include in rate base, at the end of the

2006 test year, the cost of the additional allotment of 1,931 acre feet of Municipal and

Industrial ("M&I") water that has been purchased horn the United States Bureau of
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1

2

3

Reclamation and Central Arizona Water Conservation District in 2007. A payment of

$1,280,000 for prior capital charges was required by December 1, 2007. As an alternative,

CCWC could have selected an interest-free five-year installment payment plan.

4

5

6

Q- What ratemaldng treatment is the Company proposing for its 2007 CAP allocation?

The Company is proposing to include the 2007 CAP allocation in rate base as a regulatory

asset to be amortized to expense over a twenty-year period ($64,000 per year).7

8

9

10

Q- What are the Company's reasons for including the 2007 CAP allocation in rate base?

The Company claims that the 2007 CAP allocation is revenue neutral and used and useful.

11

12 Q,

13

14

Does Staff agree that the Commission should recognize the cost of the additional

CAP allotment as a regulatory asset?

No. Staff believes that the additional CAP Allotment should be recognized as part of

"post test year" ("PTY") plant rather than a deferred asset. Further, the Company is in

agreement with Staff that the CAP allotment purchased in 2007 is PTY plant (Bourassa

Direct, page 11, at line 25).

15

16

17

18

19

20

21

Q-

22

23

24

A.

A.

A.

A.

What is Staffs recommendation regarding the rate base treatment of the additional

CAP allotment?

Staff recommends that the Company's pro-forma adjustment to increase rate base by

$1,280,000 be reversed on the basis that the allocation has properties more associated with

a water right and, dias, should be reclassified to plant-in-service as an intangible asset not

subj et to amortization.
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1 Q-

2

Why does Staff believe the additional CAP allotment is a water right?

Because CCWC has entered into a contract with the United States Bureau of Reclamation

3

4

5

6

7

and Central Arizona Water Conservation District for delivery of 8,909 acre feet of water

(the original 6,978 plus the additional l,93l) dated March 7, 2007, "for a period of 100

years beginning January l of the Year following that which the subcontract becomes

effective," per Article 4.2 of the subcontract. This Article also provides for annual

renewals of the contract at the option of CCWC. The 8,909 acre feet quantity is described

8 in Article 4.12(a) of the contract as an: "Entitlement to Project M & I Water". The term

9

10

of the contract and renewal provisions indicates that CCWC can receive 8,909 acre feet of

water per year forever, or into perpetuity

11

12 Q, Why does Staff believe that the cost of the additional allotment should not be

amortized?13

14 Staff believes that the cost of the additional allotment is an intangible asset that will not

15 decline or diminish in value. The value of the allocation may increase but the Bureau of

16 Reclamation prohibits CAP allocations from being sold for more than the accumulated M

17 & I charges.

18

19 Q. Is the additional CAP water used and useful?

20

21

22

A.

A.

A. Partially. A detailed explanation can be found on page 9 of the Engineering Report of

Staff Mtness Mr. Marlin Scott, Jr.'s direct testimony. He has determined that fifty-percent

of the additional CAP allocation of 1,931 acre feet of water is used and useful.
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1 Q-

2

3

4

Has the Commission previously allowed recovery of PTY plant costs?

Yes. However, the Commission typically does not allow recovery of PTY plant costs

when there is no plan for use in the near future, especially when the plant is not used to

serve test year customers.

5

6 Q- Does Staff believe that CCWC has acted prudently in the purchase of the additional

7 CAP allotment?

8

9

10

11

12

Yes, because the reallocation of CAP water occurs infrequently, and because the CAP

water is oversubscribed, it becomes imperative to secure an allotment when it is available.

Another factor in considering the purchase prudent is that CAP reallocations have to be

taken in whole as presented - it is an all or none situation. Also, the additional allotment

of 1,931 acre feet will allow CCWC to limit, or eliminate, the use of groundwater to serve

13 its customers.

14

15 Q- Does Staff characterize the CAP entitlement as a renewable resource?

16 Yes.

17

18 Q-

19

What is Staf f 's adjustment regarding the cost of the additional CAP allocation

purchased in 2007?

20

21

Staff has reclassified die "Deferred Regulatory Assets" balance of $1,280,000 to NARUC

USOA number 303, Land and Land Rights, as a plant-in-service component.

22

23

24 Q-

25

Rate Base Adjustment No. 3 - Test Year General Office ("GO") Plant Allocation

What is the Company proposing for Plant in Service?

The Company is proposing a total of $51,053,252 for Plant in Service relating to its

26

A.

A.

A.

A.

A.

OCRB. The Company is proposing all plant, property and equipment that were in service
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1

2

during the test year, plus an allocation of $751,171 related to GO plant for a total of

$51,804,423.

3

4 Q- Is Staff in agreement with the Company's proposed amount of Plant in Service,

including the GO plant?5

6

7

8

9

10

No, during its regulatory audit of GO plant, several luxury vehicles were discovered, as

well as two studies that originated before acquisition of CCWC and, based on the

Company's response to a data request, relate strictly to the parent company's California

operations. At the 3.21 percentage allocation rate used by the Company, the value of

these items amounts to $48,608 that Staff proposes to remove from GO plant.

11

12 Q- Is Staff in agreement with the Company's proposed allocation percentage for the GO

13 plant?

14

15

16

17

18

19

20

21

22

23

24

A.

A. No, during Staffs review of the allocation percentage assigned to CCWC relative to all of

American States Water Company's ("AWR") operations it was determined that it should

be 4.0 percent for the test year 2006 using the same four factor formula proposed by the

Company. The Company has proposed an allocation of GO plant of 3.21 percent based on

a four factor formula consisting of (1) number of customers, (2) value of utility plant-in-

service, (3) operating expenses, and (4) labor costs. Staff discovered that the 3.21 percent

was based on usingdata as of September, 2005, in the four factor formula. Staff requested

data as of the end of the test year and believes that this is more accurate given the

expansion of non-regulated operations and the inconsistency of the Company's proposed

GO allocation percentage - 3.21 percent for plant and 3.74 percent for operating expenses,

which will be discussed later in my testimony.
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1 Q.

2

3

4

5

6

Why is Staff recommending removal of the cost of studies included in GO plant?

In both cases the studies were completed before the acquisition of CCWC and were

ordered by the CPUC or mandated by California Statutes. One is a management audit

ordered by the CPUC that was completed in 1995 and cost $420,000. The other cost,

$820,254, to be excluded is for water management plans completed in 1998 in conjunction

with California Water Code Sections 10610 through 10657.

7

8

9

10

11

Q- What is the amount of Staff's adjustment to increase the allocation of GO plant to

12

13

14

CCWC?

After removing the cost of the luxury vehicles and the studies that do not benefit Arizona

ratepayers and applying the 4.0 allocation percentage, GO plant in service original cost is

increased by $124,299, or $174,963 RCN. Thus, $875,470, or $1,167,091 RCN, of GO

plant is included in CCWC's rate base. The details of this adjustment are presented on

Schedule MEM-7.

15

16

17

18

19

Rate Base Adjustment No. 4 - Accumulated Depreciation

20

21

22

23

24

Q. Would you please explain Staff's rate base adjustment No. 4.

A. Staff s adjustment reduces Accumulated Depreciation by $2,031,950 from the Company's

amount of $15,877,022 to reflect Staff 's calculated Accumulated Depreciation of

$13,845,072 The reason for this difference is related to Staff using the 4.0 GO plant

allocation percentage and the plant additions and retirements discussed in Rate Base

Adjustments No. 6 and No. 7. Changing the GO allocation increased accumulated

depreciation by $84,561. Plant additions increased accumulated deprecation by $1,823

and retirements decreased accumulated depreciation by $2,118,334 as shown on Schedule

25 MEM-8. Plant additions and retirements are discussed on Schedule MEM-10 and MEM-

26

A.

A.

11.
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1 Q What additional adjustment has Staff included on Schedule MEM-8?

Staff witness Mr. Marlin Scott, Jr.'s direct testimony indicates that several plant items

have been incorrectly classified in the Company's records and describes the correct

category for these items. Part of Staffs adjustment on Schedule MEM~8 reclassifies the

accumulated depreciation for the listed items into the proper NARUC account numbers

7 Q How did Staff determine the amount of accumulated depreciation to reclassify

Staff used the acquisition dates mentioned in Staff witness Mr. Marlin Scott, Jr.'s direct

testimony and recalculated the annual depreciation expense for each year since then

through the test year, which was then summed to derive the accumulated depreciation

balance. Since the reclassification entailed the reduction of some account balances and

increases in others by the exact same amounts, there is no impact on the overall

accumulated depreciation balance

15 Q What is Staffs recommendation?

Staff recommends reducing Original Cost New ("0CN") Accumulated Depreciation by

$2.031,950, from $15,877,022 to $13,845,072 as shown on Schedule MEM48

19 Q What additional recommendation is Staff malting regarding OCN plant accounting

and accumulated depreciation

Staff recommends that CCWC adopt, on a going forward basis, the "Group Depreciation

method in which the additions for each year and for each plant account are considered a

This will facilitate the identification of the cost of specific assets, andseparate "group"

their associated accumulated depreciation, so that the proper amounts can be retired when

appropriate
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1 Q-

2

3

4

5

6

Is there a corresponding adjustment for Reconstruction Cost New plant"

Yes. Staff discovered that the OCN accumulated depreciation totals by NARUC Account

Number presented in on Exhibit Schedule B~2, Page ad did not agree with the OCN totals

used on Exhibit Schedule B-4, the RCN calculation schedule. Staff proposes two

adjustments to RCN: the first is a decrease of $2,620,789, as shown on Schedule MEM-

RCN-2, which results 'from additions and retirements of plant. The second adjustment is

an increase of $113,818 resulting from the change in GO allocation percentage but this is

offset by the decrease of $2,620,789 so the net decrease in RCN accumulated depreciation

is $2,506,970.

7

8

9

10

11 Q.

A.12

13

14

What is Staffs recommendation regarding RCN accumulated depreciation?

Staff recommends decreasing RCN Accumulated Depreciation by $2,506,970, firm

$25,894,686 per Exhibit Schedule B-3,Page l to $23,387,716 as shown on Schedule

MEM-RCN-2.

15

16

17

18

19

20

21

22

A.

RateBase Adjustment No. 5 - Removal of Working Capital Components.

Q, Would you please explainStaff's ratebase adjustmentNo. 5?

A. Yes. Staffs adjustment accounts for a decrease to rate base by removing Unamortized

Debt Issuance Costs, $424,010, Prepayments, $l92,485, and Materials and Supplies

Inventory, $14,521. These balances are considered in working capital calculations along

with a cash worldng capital component derived from a lead/lag study, for overall inclusion

in rate base.
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1 Q. Why did Staff disallow the Unamortized Debt Issuance Costs from being included in

rate base?

Debt issuance costs are a "below the line" expense the same as interest and, thus, should

be paid from the return on rate base portion of the charges to ratepayers. Consequently

the unamortized debt issuance costs are attributable to the shareholders, did not require an

outlay of cash by the shareholders and from a ratemaking standpoint should not be

allowed to earn a rate of return by being included in ratebase

9 Q Did CCWC request a cash working capital allowance as part of its rate base?

No, and the Company did not prepare a lead/lag study to determine what the amount of

cash worldng capital should be

13 Q What is Staff's rationale for its recommendation to disallow Prepayments and

Material and Supplies Inventory from rate base?

The Company failed to provide a lead/lag study to determine the cash worldng capital

component. Since the vital portion of working capital is missing, it is inappropriate to

consider other components of working capital

19 Q What is Staffs recommendation?

Staff recommends that Unamortized Debt Issuance Costs, $424,010, Prepayments

$192,485, and Materials and Supplies Inventory, $14,521 be excluded from the rate base
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1 Q- Does Staff have additional recommendations regarding a cash worldng capital

2 allowance?

3

4

5

Yes, Staff recommends that the Company be ordered to perform and submit a Lead/Lag

Study in conjunction with its next rate adjustment request application in order to meet the

sufficiency requirement of that filing.

6

7

8 Q-

9

Rate Base Adjustment No. 6. - Expensed Plant (Capitalize Charges to Outside Services)

Please provide guidelines that companies should use in determining whether a cost

should be capitalized by recording it in a plant account or treated as an operating

10

11

12

13

14

CXPEIISC.

The Arizona Administrative Code R14-2-411 D.2 requires water companies to maintain

their accounting records in accordance with the NARUC USOA. It states that "Each

utility shall maintain its books and records in conformity with the Uniform System of

Accounts for Class A, B, C and D Water Utilities" (emphasis added).

15

16

17

Further, the NARUC USOA provides a listing of plant accounts and the types of costs that

should be recorded in each account. Utilities should use the plant account listing and

18 Components of Construction Costs" to

19

Accounting Instruction No. 14 "Utility Plant .-

determine what costs should be recorded as plant.

20

21 Q.

22

23

24

A.

A.

A.

Did CCWC propose to expense costs that should be recorded in plant accounts?

Yes, according to the NARUC USOA, the Company expensed plant costs incurred for

irrigation installation, fence installation, and pumps as shown on Schedule MEM-l0 and

MEM-23.
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1 Q-

2 A.

3

4

What is the effect of expensing plant?

If the NARUC USOA is not complied with, the result is an overstatement of operating

expenses and understatement of rate base. Adherence to the matching principle and the

NARUC USOA requires that the cost of an asset that benefits more than one accounting

period be capitalized (by recording it in a plant account) and depreciated over the asset's

useful life.

5

6

7

8 Q.

9

10

11

12

What is Staff's recommendation?

Staff recommends increasing plant in service by $37,673 to reclassify plant that was

incorrectly recorded as an operating expense as shown on Schedule MEM-23. This

adjustment to OCRB is reflected on Schedule MEM - 10, and the adjustment to RCRB is

presented on Schedule MEM RCN-5, page 2 of 2.

13

14

15

16

Rate Base Adjustment No. 7 - Utility Plant-In-Service, Wells and Other Plant to be Retired

Were the Wells discussed in Rate Base Adjustment No. 1 used and useful during theQ-

17

18

19

20

21

22

test year?

No, they were not. As Staff discussed earlier, the wells were taken out of service in

accordance with the well settlement agreement. Further, there are no pumps on the wells

so they cannot be used as a back-up source of water when the CAP water is shut down

for repair and maintenance.

Q_

23

A.

A.

A.

What is the Company's proposed treatmentof the Wells?

The Company proposes to include the Wells in plant in service.
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1 Q- What is the effect of CCWC's proposal to include the Wells in rate base?

2

3

4

CCWC's proposal to include the Wells, with a combined cost for OCRB purposes of

$l03,468, or RCRB of $434,984, in rate base over-states the revenue requirement, and

ultimately, the rates paid by the Company's customers.

5

6 Q-

7

8

9

10

Does CCWC have other plant in service which is not considered usedand useful?

Yes. As described on Table 8 of Exhibit MSI, attached to Marlin Scott, Jr.'s Testimony,

there is an additional $2,014,866 of plant not used and useful. This plant is primarily

related to the water treatment facility acquired in 1986 through 1989. The RCN of this

non-used and useful plant is $3,269,076

11

12 Q-

13

What is the appropriate ratemaking treatment for plant that is not used and useful

in the test year?

For ratemaldng purposes, plant that is not used to provide service to customers during the

test year should be removed from rate base.

14

15

16

17

18

19

20

A.

A.

A.

Q- What is Staffs recommendation?

Staff recommends decreasing plant in service by $2,118,334, RCN $2,480,0l1, to remove

the wells and other plant that is not used and useful from rate base as shown on Schedules

MEM-ll and MEM RCN-5.

A.
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1

2

3

OPERATING INCOME

Operating Income Summary

Q. What are the results of Staff's analysis of test year revenues, expenses, and operating

4

5

6

7

8

9

10

A.

income?

Staff' s analysis resulted in adjusted test year revenues of $7,446,700, expenses of

$6,443,612, and operating income of $1,003,088 as shown on Schedules MEM-12 and

MEM-13. Staff made thirteen adjustments to operating income.

Operating Income Adjustment No. 1- Amortization of Well Settlement Proceeds.

Would you please explain Staffs operating income adjustment No.1?

11

12

13

14

15

16

Q-

A. Staff' s adjustment increases the negative amortization expense related to the "Gain on

Well" by $76,000, from $76,000 to $l52,000, as discussed in Rate Base Adjustment No.

l. As discussed in Staffs rate base adjustment, the Company has mischaracterized the

settlement proceeds as a "gain" but they are actually from the settlement to remove the

Wells from service. Staffs calculation of the "Amortization of Well Settlement Proceeds"

is shown on Schedule MEM-14 and MEM 5.

17

18

19

Q- What is Staff's recommendation?

Staff recommends increasing "Amortization of the Well Settlement Proceeds" by $76,000,

20

21

22

from $76,000 to $l52,000, which will allocate all of the proceeds received by CCWC for

taking the Wells out of service to the ratepayers and amortize the proceeds over ten years.

23

24

Operating Income Adjustment No. 2 - Purchased Water Expense.

Q. Would you please explain Stafi"s operating income adjustment No. 2?

25

26

A.

A. Staffs adjustment reduces Purchased Water Expense by $20,306, from $831,656 to

$811,351. Staff removed $20,306 due to the finding that the additional CAP allocation is



1

Direct Testimony of Marvin E. Millsap
Docket No. W~02113A-07-0551
Page 28

1

2

3

4

only fifty percent used and useful. The Company's Pro Forma Adjustment No. 5 included

an increase for the operating expenses related to the additional CAP allocation but did not

isolate that portion of the adjustment so it cannot simply be reversed. Schedule MEM-15

shows Staff s calculation of this adjustment.

5

6

7

8

Q- What is Staffs recommendation?

Staff recommends reducing Purchased Water Expense by $20,306, from $831,656 to

$811,351.

9

10

11

12

13

14

15

Operating Income Adjustment No. 3 - Depreciation Expense

Q. Would you please explain Staffs operating incomeadjustment No. 3?

A. Staffs adjustment decreases Depreciation Expense by $86,l88, from $1,608,019 to

$l,52l,83l. The primary difference in depreciation expense is related to Staffs GO

allocation percentage increase and the retirement of CCWC Wells 8 and 9 plus

capitalization of outside services per rate base adjustments discussed in that portion of my

testimony. Additionally, a portion of the difference is related to Staffs calculated CIAC

amortization, which results from a larger composite depreciation rate. Schedule MEM-16

shows Staff" s calculation of Depreciation Expense.

16

17

18

19

20 Q- What is Staffs recommendation?

21

22

A.

A. Staff recommends decreasing Depreciation Expense by $86,188, from $1,608,019 to

$1,521,831.
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1

2

3

4

Operating IncomeAdjustmentNo. 4 - Miscellaneous Expenses

Q. Would you pleaseexplain Staffs operating income adjustment no. 4?

A. Staffs adjustment increases Miscellaneous Expense by $37,214, from $1,259,948 to

$1,297,162 There are two components that comprise this adjustment: the allocation of

GO expenses and membership dues.5

6

7

8

Q- Please discuss Staff's adjustments to the GO Expense Allocation.

9

10

11

12

13

14

15

16

17

18

19

20

First, $251,538 was removed from the GO expense pool of $34,557,114 because it

represented the cost of memberships in organizations that only benefited California

ratepayers, and/or portions of membership dues which Staff could identify as being for

lobbying costs. Also, the GO expense pool was reduced by $1,040,585 to disallow

expenses incurred for the exclusive benefit of the shareholders. Third, as discussed in

Rate Base Adjustment 3, Staff believes that the 4.0 percent allocation based on the four

factor methodology is more appropriate than the 3.74 percent allocation proposed by the

Company, thus 4.0 percent was applied to the revised GO expense pool of $33,264,981 to

derive $1,330,600 Schedule MEM-17 shows Staffs calculation of this adjustment. The

difference between the Company's proposed GO expense allocation of $1,292,436 and

Staffs $1,330,600 is $38,164. Although Miscellaneous Expense is not where most of the

GO expense was accounted for during the test year in CCWC's records, Staff has chosen

to use it because this is the account to which the Company's year-end adjustment was

posted.21

22

23 Q-

24

Did the Company and Staff use the same test year for the components of the four

factor allocation methodology used to calculate the GO expense amount?

25

26

A.

A. No, during Staff" s review of the Company's derivation of the 3.74 percent allocation

submitted in response to Staff Data Request No. 4.1, it was discovered that the four factors
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1

2

used were based on a 2001 test year. This will result in a mismatch of revenues and

expenses in the 2006 test year and is incorrect to use. Staff used the 2006 test year.

3

4 Q- Please discuss Staff's remaining adjustment to Miscellaneous Expenses.

CCWC is a member of the Investor Owned Water Utility Association and the Water

Utility Association of Arizona, both organizations conduct lobbying activities and the

amount 'included in the dues paid in the test year was $950 based on the Company's

response to Data Request No. 125. Staff recommends that miscellaneous expenses be

reduced by the $950.

5

6

7

8

9

10

11 Q- What is Staff's recommendation?

12

13

Staff recommends increasing Miscellaneous Expenses of CCWC by $37,214 (the sum of

$38,164 less $950) from $1,259,948 to $l,297,l62.

14

15

16

Operating Income Adjustment No. 5 - Reversal of Company Pro Forma Adjustment No. 13,

which amortizes the cost of the additional CAP Allotment.

Q. Would you please explain Staffs operating income adjustment No. 5?17

18

19

20

21

22

A. Staff's adjustment reduces the amortization expense related to the additional CAP

allotment by $64,000, from $64,000 to $0.00. As discussed in Rate Base Adjustment No.

2, the additional CAP allotment purchased in 2007 is an intangible asset and not subj act to

amortization. Consequently, the Company's Pro Forma Adjustment No. 13 is reversed by

Staff Adjustment No. 5. Schedule MEM-18 shows StafFs calculation of this adjustment.

23

24 Q~ What is Staff's recommendation?

25

26

A.

A.

A. Staff recommends reducing Amortization of Additional CAP Allotment by $64,000, from

$64,000 to $0.



1
I

Direct Testimony of Marvin E. Millsap
Docket No. W-02113A-07-0551
Page 3 l

1

2

3

4

Operating Income Adjustment No. 6 - Rate Case Expense.

Q, Would you please explain Staffs operating income adjustment No. 6?

A. Staffs adjustment reduces the Rate Case Expense by $61,558 from $144,871 to $83,333.

Schedule MEM-19 shows Staff' s calculation of this adj vestment.

5

6 Q- Did CCWC include Rate Case Expense only for the instant case?

7

8

No art of CCWC's rate case ex else in the current case is an "in-recovered" option ofs p

Hom the prior rate case.

9

10 Q- What is the amount of "in-recovered" Rate Case Expense proposed by the

11

12

Company?

The Company claimed that it is $154,613.

13

14 Q.

15

16

17

18

19

20

Pleaseexplain the difference between normalizing and amortizing"

When a cost is amortized, it is prorated over the number of accounting periods it is

expected to benefit. Normalizing is a term used in ratemaking to flatten the effects of

operating expense levels that fluctuate from year to year. The amount included in the

revenue requirement for a "test year" is an amount which represents an average of several

years' experience of a given expense, which then represents the amount "normally"

incurred annually by the Company.

21

22 Q-

23

24

25

26

A.

A.

A.

A.

Was normalizing versus amortizing of rate case expense specifically addressed in the

prior rate case?

No. Staff recommended and the Commission approved the Company's requested amount.

Amortization is used for capital items. However, this and other operating expenses are

normalized therefore there is no unamortized portion.
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1 Q What has the Company proposed for Rate Case Expense in the instant case

CCWC has prob acted rate case expense for the current case to be $280,000

4 Q What is Staff recommending for current Rate Case Expense

Based on the rate case expense approved by the Commission in cases of comparable sized

utilities, Staff believes that $150,000 is an appropriate amount for recovery through just

and reasonable rates in the instant rate case

9

10

Discussion of Appeal and Remand ("Remand") Rate Case Expense

What has the Company proposed for the Appeal and Remand of Commission

Decision No. 68176 RemandRate Case Expense

Q

In a recent "Notice of Filing" (Docketed September 8, 2008) the Company has requested

recovery of $258,511 for expenses incurred for the Remand proceeding, which it alleges is

approximately fifty-percent of the total

16 Q Did CCWC revise its proposed Remand rate case expense

Yes, prior to its filing of September 8, 2008, the Company had agreed to only seek

recovery of $100,000 of the $300,000 in claimed expenses. Staff recommends normalizing

this $100,000 cost over three-years, the same as the cost of the instant case

21 Q How is CCWC proposing recovery of Remand rate case expense

Through a surcharge of $0.124 per one-thousand gallons added to the Company's

proposed commodity rate until the $258,511 has been collected. CCWC has estimated

that the surcharge would be effective for twelve months
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1 Q Does Staff agreewith CCWC's proposed recovery methodology

No, because the additional revenues that will be generated from the result of the Remand

Case will benefit CCWC into perpetuity a twelve-month recovery period is a mis-match

Staff recommends the three-year normalization period recommended in the instant case

6 Q What is Staffs recommendation for normalizing the current Rate Case Expense

Staff recommends Rate Case Expense of $150,000 for the instant case and $100,000 for

the Remand Case, which equals $250,000. Normalized over a three-year period this will

result in $83,333 being included in the revenue requirement for the instant case. Schedule

MEM-19 shows Staffs calculation of this adjustment

12

13

Operating Income Adjustment No. 7 - Normalization of Chemicals Expenses

Q. Would you please explain Staff's operating income adjustment No. 7?

20

Staffs adjustment reduces Chemicals Expenses by $27,630, from $127,457 to $99,827

Staffs regulatory audit found dirt Chemicals Expenses have more than doubled since

2003, the prior rate case test year. Because of the fluctuation, Staff believes it is

appropriate to normalize Chemicals Expenses by taking an average of the previous three

year's expenses to mitigate any extenuating circumstances which may have lead to this

significant increase. Staffs regulatory audit also found that the expense balance included

two large invoices for chemicals delivered in late December, 2006. Schedule MEM-20

shows Staffs calculation of this adjustment

23 Q What is Staffs recommendation

Staff recommends reducing Chemicals Expenses by $27,630, from $127,457 to $99,827
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1

2

3

4

5

6

7

8

9

10

11

12

13

Operating Income Adjustment No. 8 - Normalization of Repairs and Maintenance.

Q, Would you please explain Staffs operating income adjustmentNo. 8?

A. Staff' s adjustment decreases Repairs and Maintenance Expense by $19,018, from

$104,609 to $85,591. Since Repairs and Maintenance Expenses have fluctuated from

$96,152 in 2004, to $72,640 in 2005, to $104,609 in the test year, Staff took the three-year

average of Repairs and Maintenance Expense to mitigate any extenuating circumstances

which may have lead to this significant increase over 2005. Staffs regulatory audit found

that $5,543 of Pepsi Cola products were purchased in the test year for employees of the

Company. In the prior rate case, the Company stated this is the type of benefit that allows

the Company to attract and maintain qualified and motivated staff to better serve customer

needs. Staff does not argue that this may be the case, however, Staff believes this is a cost

of doing business that the shareholders should be paying for rather than the ratepayers.

Thus, Staffs adjustment consists of two parts: $13,475 to normalize Repairs and

Maintenance Expense and $5,543 to remove the cost of beverages provided to employees.

Staffs calculation of this $19,018 adjustment is shown on Schedule MEM-21.

14

15

16

17

18

Q-

19

What is Staff's recommendation?

Staff recommends reducing Repairs and Maintenance Expense by $19,018, from $104,609

to $85,591.

20

21

22

23

Operating Income Adjustment No. 9 - Normalization of General Liability Insurance

Expense

Q- Would you please explain Staff's operating income adjustment No. 9?

24

25

26

A.

A. Staffs adjustment increases General Liability Insurance Expense by $3,654, from

$(l,294) to $2,360. In response to Staffs data request MEM 1.44, the Company stated

that it is self insured for deductibles less than $500,000 and $350,000 for general liability
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1

2

3

4

5

6

7

8

9

10

and automobile liability, respectively, per occurrence. A Third Party Administrator

("TPA") is used to administer and pay claims on behalf of American States Water

Company, CCWC's parent. The parent company, AWR, maintains an "Injuries and

Damages Reserve" that is adjusted monthly based on loss reports received from the TPA.

Incurred but not reported claims are also estimated and used in setting the reserve balance.

Although the reserve balance was zero at the end of the test year, a claim of $2,682 was

paid during 2006, and Staff believes that General Liability Insurance Expense should be

normalized to take into consideration the fact that, on an average, claims wit] be made and

paid. For the purposes of normalizing General Liability Insurance Expense, Staff used the

period 2003 -. 2007. Schedule MEM-22 shows Staffs calculation of this adjustment.

11

12 Q- What is Staffs recommendation?

13 Staff recommends increasing General Liability Insurance Expense by $3,654, from

14 $(1,294) to $2,360.

15

16

17

Operating Income Adjustment No. 10 - Outside Services Expenses

Q. What did the Company propose for outside services expense?

18 A. The Company proposed $266,544 as shown on Schedule MEM-23.

19

20 Q-

21

22

23

24

A.

A.

Did the Company include in outside services, costs that should have been capitalized

and depreciated?

Yes, as Staff discussed in Rate Base Adjustment No. 6, Expensed Plant, CCWC recorded

as operating expenses $37,673 in costs which, according to the NARUC USOA and the

matching principle, should be capitalized and depreciated as shown on Schedule MEM-23.
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1 Q-

2

3

What is Staff's recommendation?

Staff recommends decreasing outside services expense by $37,673 representing plant that

should be capitalized, as shown on Schedule MEM-23.

4

5

6

Q-

7

8

9

10

What is the effect of expensing plant?

If the NARUC USOA is not complied with, the result is an overstatement of operating

expenses and understatement of rate base. Adherence to the matching principle and the

NARUC USOA requires that the cost of an asset that benefits more than one accounting

period be capitalized (by recording it in a plant account) and depreciated over the asset's

useful life.

11

12 Q. Did CCWC also include in outside services, non-recurring costs that are not

13

14

representative of an average year?

Yes, Staff discovered payments charged to outside services for an ACC penalty related to

filing its Annual Report late and an appellate court filing fee. The ACC penalty was $45

for late tiling of the 2005 Annual Report and the appellate court cost was $330, which

sums to $375.

15

16

17

18

19 Q- What is Staff's recommendation?

20 Staff recommends decreasing outside services expense by $375 for non-recurring

21 expenses.

22

23 Q- What is Staffs overall recommendation for this account?

24

25

A.

A.

A.

A.

A. Staff recommends reducing Outside Services Expenses by $38,048, from $266,544 to

$228,496.
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1

2

3

Operating Income Adjustment No. 11 - Water Testing Expense

Q, \Vould you please explain Staff's operating income adjustment No. 11?

A. Staffs adjustment reduces Water Testing by $17,820, lion $43,458 to $25,638. An

4 explanation of this adjustment can be found in Table E~l on page 17 of Staff witness Mr.

Marlin Scott, Jr.'s direct testimony.5

6

7

8

Q- What is Staff's recommendation?

Staff recommends reducing Water Testing by $l7,820, from $43,458 to $25,638 as shown

on Schedule MEM-24.9

10

11

12

Operating Income Adjustment No.12 - Property Taxes

Q. Would you please explain Staff's operating income adjustment No.12?

13

14

A. Staffs adjustment reduces Property Taxes by $33,413, from $295,813 to $262,400. The

primary difference between the Company's and Staffs Property Taxes is due to the

differences in the proposed and recommended revenue requirements. Schedule MEM-25

shows Staff' s calculation of Property Taxes.

Q- What is Staff's recommendation?

15

16

17

18

19

20

Staff recommends reducing Property Taxes by $33,413, tom $295,813 to $262,400.

21

22

Operating Income Adjustment No. 13 - Income Taxes

Q, Would you please explain Staffs operating income adjustment No. 13?

23

24

25

26

A.

A.

A. Staffs adjustment increases Income Taxes by $197,275, from $270,020 to $467,295. The

two main reasons for the difference between Staffs and the Company's calculation of

Income Taxes is the difference in test year operating expenses and that the Company

applied its weighted cost of debt to the FVRB. The appropriate calculation of



c
if

Direct Testimony of Marvin E. Millsap
Docket No. W-02113A-07-0551
Page 38

1

2

3

4

synchronized interest expense is made by applying the weighted cost of debt to the OCRB.

A company's debts do not increase due to inflation or an increase in value of the property

related to the debt. Therefore, applying the weighted cost of debt to the FVRB is

inappropriate for calculating the synchronized interest expense. Staffs calculation of

Income Taxes and synchronized interest expense are shown in Schedule MEM-2, Line 52,

Column A and Schedule MEM-2, Line 56, Column A respectively. Schedule MEM-26

shows Staff s calculation of the adjustment.

Q. What is Staffs recommendation?

5

6

7

8

9

10

11

Staff recommends increasing Income Taxes by $19'7,275, from $270,020 to $467,295.

12 REVENUE REQUIREMENT

13

14

Q- Would you pleasesummarize the Company's proposed revenue requirement?

15

The Company's rate filing proposes annual revenues of $10,515,017, an increase of

$3,068,317, or 41.20 percent, over test year adjusted revenues of $7,446,700 as shown on

Schedule MEM-1 .16

17

18 Q- Would you please summarize Staff's recommended revenue requirement?

19

20

Staff recommends annual revenue of $9,181,965, an increase of $1,735,265, or 23.30

percent, over test year adjusted revenues of $7,446,700, as shown on Schedule MEM-1.

21

22 BASIS FOR REVENUE REQUIREMENT

23 Q- How did Staff calculate its recommended revenue requirement?

24

25

The appropriate revenue requirement is the result of multiplying the Staff recommended

FVRB (as per Schedule MEM FVRB-2) by the Staff recommended Fair Value Rate of

26

A.

A.

A.

A.

Return.
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1 RATE DESIGN

2 Q-

3

Have you prepared a schedule summarizing the present, Company proposed, and

Staff recommended rates and service charges?

4

5

Yes. A summary of the present, Company proposed, and Staff recommended rates and

service charges are provided on Schedule MEM-27.

6

7 Q- Would you please summarize the present rate design?

8

9

10

11

12

13

14

15

16

The present monthly minimum charges by meter size are as follows: 3/4-inch $13.60, 1-

inch $22.70, 1 1/2-inch $45.40, 2-inch $73.00, 3-inch $146.00, 4-inch $227.00, 6-inch

$454.00, 8-inch $730.00, 10-inch $1,043.00, and 12-inch $1,980.00 No gallons are

included in the monthly minimum charge. The present residential commodity rate is

$1.68 per thousand gallons for zero to 3,000 gallons, $2.52 per thousand gallons for 3,001

to 9,000 gallons, and $3.03 per thousand gallons for any consumption over 9,000 gallons.

The present commercial and industrial commodity rate tiers vary by meter size, but are

generally $2.52 per thousand gallons for the first tier, and $3.03 per thousand gallons for

any consumption over the first tier.

17

18

19

20

For irrigation customers, the monthly minimum charge is the same based upon meter size

with zero gallons included in the monthly minimum charge and a commodity rate of $1 .56

per thousand gallons.

21

22

23

24

A.

A.

The charge for fire sprinkler service is $10.00 per month regardless of meter size. The

commodity rates for sprinkler service is the same as residential, commercial and

industrial. There are zero gallons included in the monthly minimum charge.
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1 Q. Would you please summarize the Company's proposed rate design

The Company's proposed monthly minimum charges by meter size are as follows: 3/4

inch $18.56, l-inch $30.97, l 1/2-inch $71.95, 2-inch $99.61, 3-inch $199.21, 4-inch

$309.74. 6-inch $619.47, 8-Meh $996.07, l0-inch $1,423.15, and 12-inch $2,701.67

Zero gallons are included in the monthly minimum charge. The Company proposes a

residential commodity rate of $2.292 per thousand gallons for zero to 3,000 gallons

$3.438 per thousand gallons for 3,001 to 9,000 gallons, and $4.134 per thousand gallons

for any consumption over 9,000 gallons. The proposed commercial and industrial

commodity rate tiers vary by meter size, but are generally $3.438 per thousand gallons for

the first tier, and $4.134 per thousand gallons for any consumption over the first tier

For initiation customers, the Company's proposed monthly minimum change is the same

based upon meter size with zero gallons included in the monthly minimum charge and a

commodity rate of $3.438 per thousand gallons

The proposed charge for fire sprinkler service remains at $10.00 per month regardless of

meter size. The commodity rate for fire sprinkler service for all consumption is $3.438

per thousand gallons. There are zero gallons included in the monthly minimum charge

The Company is proposing that customers that use fire hydrants as a source of water for

initiation or construction should also pay a meter charge. This results in a substantial

increase as the customer would pay the 3-inch monthly minimum of $199.21
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1 Q Does Staff agree with the Company's  proposa l  tha t t i re hydrant meters  be charged a

monthly minimum based on meter s ize

No, unless the customer owns, or retains possession of the meter. A customer using a

meter on a tire hydrant is usually only connected to the system for a short time period and

pays the same rate for al l  gal lons consumed and this is intended to compensate for the

additional demand placed on the system

8 Q Does the Company currently have a hook-up fee charge

11 Q Does the CCWC propose any changes to the current hook-up fee?

CCWC proposes to maintain the same level of fee but to treat all funds collected as CIAC

14 Q What is Staff's recommendation

Staff recommends that the amounts col lected by the Company pursuant to the off-si te

hook-up fee charge sha l l  be non-refundable  CIAC,  as  thi s  i s  the typica l  regu la tory

treatment of hook-up fee charges of this nature. Staff a lso recommends that al l  funds

collected by the Company as off-site hook-up fees be deposited into a separate interest

bearing account and used solely for the purposes of paying for the costs of the off-site

facil ities, including repayment of loans obtained for the installation of off-site facil ities

that wi l l  benefi t the entire water system, and that the Company shal l  annual ly f i le,  by

February 28th,  a  ca lendar year report wi th Docket Control  of  the ACC, deta i l ing  a l l

changes in the account
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1 Q.

2

In addition to including the 2008 CAP allocation in rate base and earning a return on

it, has the Company also proposed a hook-up fee to recover costs related to the

allocation?3

4

5

Yes. The Company has proposed a "CAP Hook-up Fee" on new water installations as

shown on Schedule H-3, page 3, lines 22and 30.

6

7 Q- Is it appropriate to use a hook-up fee to reimburse the Company for a CAP

allocation?8

9

10

11

12

13

14

No, it is not. Hook up fees are intended to fund back-bone plant. The CAP allocation has

been fully paid for by the Company and is not back-bone plant. Additionally, if CCWC

decides to give up this allotment, it will be reimbursed by CAWCD and U. S. Bureau of

Reclamation for the capital costs paid during the time the allotment was held. The CAP

hook-up fee would allow the Company to potentially receive the CAP allocation cost

twice, thus, its use as a reimbursement mechanism is not appropriate.

15

16 Q-

17

What is Staff recommending?

Staff recommends denial of the CAP hook~up fee tariff

18

19 Q- Has the Company also proposed any other inappropriate charges?

20

21

Yes. The Company has proposed that gross-up taxes be included with service line and

meter installation charges as shown on Schedule H-3, page 4, lines 27 - 29.

22

23 Q. Has the Company given a justification for this proposal?

24 Yes. The Company has made the following statement: "As meters and service lines are

25

A.

A.

A.

A.

A.

now taxable income for income purposes, the Company shall collect income taxes on the
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1 meter and service line charges. Any tax collected will be refunded each year as the meter

2 deposit is refunded."

3

4 Q.

5

6

7

Does Staff agree with the Company's proposal?

No. The Company has not cited the authority for declaring that meter and service lines are

now taxable income and Staff is not aware of any ACC mies changes or changes in the

Internal Revenue Service Regulations mandating this treatment.

8

9 Q- What is Staff recommending?

10

11

Staff recommends denial of the tariff provision allowing meter and service line installation

charges to be grossed-up for income taxes.

12

13 Q. Would you please summarize Staff's recommended rate design?

14

15

16

17

18

19

20

21

22

23

24

25

A.

A.

A. Yes. Staff recommends the Staffs rates and charges presented on Schedule MEM-27.

Briefly, Staffs recommended monthly minimum charges by meter size are as follows:

3/4-inch $15.00, l-inch $25.00, 1 l/2-inch $48.00, 2-inch $77.00, 3-inch $150.00, 4-inch

$230.00, 6-inch $460.00, 8-inch $925.00, l0-inch $1,300.00, and 12-inch $2,300.00.

Zero gallons are included in the monthly minimum charge. Staff recommends an inverted

tier rate design that consists of three tiers for the residential commodity rate of $1.85 per

thousand gallons for zero to 3,000 gallons, $2.92 per thousand gallons for 3,001 to 9,000

gallons, and $3.33 per thousand gallons for any consumption over 9,000 gallons. The

additional tier for the residential 3/4-inch meters is for the first 3,000 gallons, an estimate

of residential non-discretionary use. Except for the 3,000 gallon break~over point for the

non-discretionary tier, break-over points increase by meter size. Staffs recommended

commercial and industrial commodity rate tiers vary by meter size, but are generally $2.92



lI

Direct Testimony of Marvin E. Millsap
Docket No. W-02113A-07-0551
Page 44

1

2

per thousand gallons for the first tier, and $3.33 per thousand gallons for any consumption

over the first tier.

3

4

5

6

Also, Staff' s recommended rates have increased the irrigation rate to $2.75 for all gallons.

This rate is a smaller increase than that proposed by the Company and moves irrigation

customers' rates closer to the commodity rates paid by other customers.

7

8

9

10

11

12

Efficiency in water use is encouraged by producing a higher customer bill with increased

consumption or use of a larger meter. A typical bill analysis for residential 3/4 inch meter

customer is provided in Schedule MEM-28, and typical bills for average and median use

under present, Company proposed, and Staff recommended rates are presented on

Schedule MEM-29.

13

14 Q.

15

What is the rate impact on a 3/4-inch meter residential customer using an average

consumption of 8,450 gallons?

16

17

18

19

20

The average usage of residential 3/4-inch meter customers is 8,450 gallons per month.

The average residential 3/4-inch meter customer would experience an $11.79 or 36.41

percent increase in his/her monthly bill from $32.37 to $44.16 under the Company's

proposed rates and a $4.09 or 12.63 percent increase in his/her monthly bill from $32.37

to $36.46 under Staff's recommended rates.

21

22 Q~

23

What is the rate impact on a 3/4-inch meter residential customer using a median

consumption of 5,500 gallons?

24

25

26

A.

A. The median usage of residential %-inch meter customers is 5,500 gallons per month. The

average residential 3/4-inch meter customer would experience a $9.09 or 36.43 percent

increase in his or her monthly bill from $24.94 to $34.03 under the Company's proposed
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rates and a $2.91 or 11.67 percent increase in his/her monthly bill from $24.94 to $27.85

under Staff' s recommended rates

4 Q Did Decision No. 70441 authorize a surcharge allowing CCWC to collect the

additionalrevenues notcollectedduring the time period of the Appeal and Remand

process

Yes, and Staff will address this in Surrebuttal Testimony

9 CONSUMER SERVICES

10 Q Please provide a brief history of customer complaints received by the Commission

regarding the Company.

Chaparral City's proposed rate increase

Additionally, please discuss customer responses to

Staff reviewed the Commission's records and found 12 complaints, 8 inquiries and 26

opinions during the past three and three quarters' years. The complaints concerned 12

billing issues. The Company is in good standing with the Corporations Division of the

Commission. Consumer Services has received 26 opinions through September ll, 2008

all opposed to the Company's proposed rate increases

19 Q Does this conclude your direct testimony

Yes. it does
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Schedule MEM-1

REVENUE REQUIREMENT

LINE
no. DESCRIPTION

(A)
COMPANY

FAIR
VALUE

(B)
STAFF
FAIR

VALUE

$ 27,050,414

$ $ 1,003,088

1 Adjusted Rate Base

2 Adjusted Operating Income (Loss)

3 Current Rate of Return (LE / LI )

$ 28,768,975

797,271

2.77% 3.71%

4 Required Rate of Return 9.32% 7.60%

$ 2,681,268 $ 2,055,831

$ 1,883,997 $ 1,052,744

5 Required Operating Income (LE * LI )

6 Operating Income Deficiency (L5 - L2)

7 Gross Revenue Conversion Factor 1 .6286 1 .6483

8 Required Revenue Increase (L7 * LE) $ 3,068,317 l1$ 1,735,265 I

9 Adjusted Test Year Revenue $ 7,446,700 $ 7,446,700

$ 10,515.017 $ 9,181,96510 Proposed Annual Revenue (Ls + LE)

11 Required Increase in Revenue (%) 41.20% 23.30%

References:
Column (A): Company Schedule A-1
Column (B): Staff Schedule MEM-3.1
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CHAPARRAL CITY WATER COMPANY, INC
Docket No. W-02113A-07-0551
Test Year Ended December 31, 2006

Schedule MEM-2

GROSS REVENUE CONVERSION FACTOR

(A) (B) (C) (D)LINE
no. DESCRIPTION

1
2
3
4
5
S

Calculation of Gross Revenue Conversion Factor:
Revenue
Uncollectible Factor (Line 11)
Revenues (LI - LE)
Combined Federal and State Income Tax and Property Tax Rate (Line 23)
Subtotal (LE . LE)
Revenue Conversion Fodor (L1I L5)

100.0000%
D.0000%

100.0000%
398324%
60.6676%
1.648327

7
B
g
10
11

Calculation of Uncollecffible Factor
Unity
Combined Federal and State Tax Rate (Line 23)
One Minus Combined Income Tax Rate (L7 - LB )
Uncollectible Rate
Uncollectible Factor (LE * L10 )

100.0000%
38.5989%
61 .4011 %
0.0000%
0.0000%

100.0000%
6.9580%

93.0320%
34.0000%
31.6309%

12
13
14
15
16
17

Calculation of Effective Tax Rate:
Operating Income Before Taxes (Arizona Taxable Income)
Arizona State Income Tax Rate
Federal Taxable Income (L12 - L13)
Applicable Federal Income Tax Rate (Line 55)
Effective Federal Income Tax Rate (L14 x L15)
Combined Federal and State Income Tax Rate (L13 +L16) 38. 5989%

100.0000%
38.5989%
61 .4011 %
1,1947 %

0.7335%

LB
19
20
21
22
23

Calculalion of Effective Pronertv Tax Factor
Unity
Combined Federal and State Income Tax Rate (L17)
One Minus Combined Income Tax Rate (L1B-L1B)
Property Tax Factor (MEM-16, L21)
Effective Property Tax Factor (L2D'L21)
Combined Federal and State Income Tax and Property Tax Rate (L17+L22) 39.3324%

$ 2,055,831
1,003,088

24 Required Operating income (Schedule MEM~1, Line 5)
25 AdjustedTest Year Operating Income (Loss) (Schedule MEM-11, Line CB)
26 Required increase in Operating Income (L24 - L25) $ 1,052,744

27
28

s 1,129,086
457,295

Income Taxes on Recommended Revenue (Col, [E], L52)
Income Taxes on Test Year Revenue (Col. [B], L52)

29 Required Increase in Revenue to Provide for Income Taxes (L27 - L2B) 661,791

$ 9, 181,965
0.0000%

30
31
32
33
34

Recommended Revenue Requirement (Schedule MEM-1, Line 10)
Uncollectible Rate (Line 10)
Uncoll\ectible Expense on Recommended Revenue (L3D'L31)
Adjusted Test Year Uncollernible Expense
Required Increase in Revenue to Provide for Uncollectible Exp (L32-L33)

$
$

35
36

s 283,131
262.400

Property Tax with Recommended Revenue (MEM-18, Col B, L16)
Property Tax on Test Year Revenue (MEM-16, Col A, L16)

37 Increase in Property Tax Due to Increase in Revenue (L35~L36)
38 Total Required Increase inRevenue (L26 + L29 + L34 + L37)

20.731
_1.735.265_

$
$
$
$

$ 1,735,265
. Calculation of income Taxi

39 Revenue (Schedule MEM-11, Col. [CL Line 5 8. Sch MEM-1, Col. [D] Line 10)
40 Operating Expenses Excluding Income Taxes
41 Synchronized Interest (L56)
42 Arizona Taxable income (L39 - L40 - L41)
43 Arizona State Income Tax Rate
44 Arizona income Tax (L42 x L43)
45 Federal Taxable Income (L42 - L44)
46 Federal Tax on First Income Bracket ($1 - $50,000) @ 15%
47 Federal Tax on Second Income Bracket ($51,001 - $75,DOfJ) @ 25%
48 Federal Tax on Third income Bracket ($75,001 . $10D,000) @ 34%
49 Federal Tax on Fourth Income Bracket ($100,001 - $335,000) @ 39%
50 Federal Tax on Filth Income Bracket ($335,D01 -$10,000,000) @ 34%
51 Total Federal income Tax
52 Combined Federal and State Income Tax (L44 + L51)

$
$
$
$
s
$
$
$
$

Test
Year

7,446,700
5,976,317

259,739
1,210,645

€.96B0%
84,358

1, 126,287
7,500
6,250
a,500

91 ,650
259,038
382,938
457,295

s
$
$
$
$
$
s
s

_§

Staff
Recommended
$ 9,181.965
$ 5,997,048
$ 259,739
$ 2,925,179

G.96B0%
203,827

2,721,353
7,500
6,250
8,500

91,650
511,360
925,250

1,129,085

53 Applicable Federal Income Tax Rate [Col (El. L51 - Col. [BL L51] I [CoI. [EL L45 4 Col. [BL L45] 34.0000%

$54
55
56

Calculation of Interest Svnchronization:
Rate Base (Schedule MEM-3, Col. (C), Line 17
Weighted Average Cost of Debt (Schedule MEM-17, Col. {F], LI + L2)
Synchronized Interest (L45 X L46) $

Chapparral
21 ,644,B77

1.2000%
259,739



1
n o

CHAPARRAL CITY WATER COMPANY, INC.
Docket No. w-02113A-07_0551
Test Year Ended December 31, 2006

Schedule MEM FVRB -1

FAIR VALUE RATE BASE COMPARISON .. COMPANY VS STAFF

(C)

LINE
no.

(A)
COMPANY

AS
FILED

(B)
STAFF

AS
ADJUSTED DIFFERENCE

$ $ $

$

66,310,296
20,885,854
45,424,442 $

64,803,291
18,616,394
46,186,897 $

(1 ,507,005)
(2,269,460)

762,455

$ $ 7,780,241

8,394,501

$ (0)

(0)

7,780,241

8,394,501

819,845

925,896

8t9,845

925,896

646,000 1,216,000 570,000

424,010

192.485

14,521

(424,010)

(192,485)

(14,521)

(1,280,000)1,280,000

1 Plant in Service
2 Less: Accumulated Depreciation
3 Net Plant in Service

4
5 LESS:
6
7 Contributions in Aid of Construction (ClAc)
8 Less: Accumulated Amortization
9 Net CIAC

10
11 Advances in Aid of Construction (AlAc)
12
13 Customer Meter Deposits
14
15 Deferred Income Tax Credits
16
17 Shared Gain on Well
18
19 ADD:
20
21 Unamortized Debt Issuance Costs
22
23 Prepayments
24
25 Materials and Supplies
26
27 Deferred Regulatory Assets
28
29 Working Capital
30
31
32 Original Cost Rate Base $ 28,768,975 $ 27,050,414 $ (1,718.560)

References:
Column (A), Company Schedule B-1
Column (B): Schedule MEM FVRB-2
Column (C): Column (A) - Column (B)
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CHAPARRAL CITY WATER COMPANY, INC.
Docket No. w-02113A-07-0551
Test Year Ended December 31, 2006

Schedule MEM FVRB -2

FAIR VALUE RATE BASE COMPUTATION - COMPANY AND STAFF

LINE
NO.

$

(A)
COMPANY

AS
FILED

22,770,304
34,767,581

$

(B)
STAFF

AS
ADJUSTED

21,644,877
32,455,951

$ $

1 OCN Rate Base per MEM-3
2 RCN Rate Base per MEM RCN -1
3
4
5 OCN and RCN weighted 50% each to
6 calculate Fair Value Rate Base (FVRB) $

57,537,885

28,768,943 $

54,100,828

27,050,414

References:
Column (A), Schedule MEM 3
Column (B): Schedule MEM RCN-1
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CHAPARRAL CITY WATER COMPANY, INC.
Docket No. w-02113A-07-D551
Test Year Ended December 31, 2006

Schedule MEM FVRB -3

FAIR VALUE RATE BASE COMPUTATION - STAFF

LINE
no.

(A)
STAFF OCN

AS
ADJUSTED

(B)
STAFF RCN

AS
ADJUSTED

(C)
STAFF

FAIR VALUE
RATE BASE

$ $ $

$

51,128,062
13,845,072
37,282,990 $

78,478,520
23,387,716
55,090,804 $

64,803,291
18,616,394
46,186,897__

$ $

$
$

6,119,129

6,557,243

$ $ 7,780,241

8,394,502

819.845

925,896

9,44t,352

10,231,760

819,845

925,896

819,845

925,896

1,216.000 1,216,000 1,216,000

1 Plant in Service
2 Less: Accumulated Depreciation
3 Net Plant in Service

4
5 LESS:
6
7 Contributions in Aid of Construction (CIAC)
8 Less: Accumulated Amortization
9 Net CIAC

10
11 Advances in Aid of Construction (AIAC)
12
13 Customer Meter Deposits
14 .
15 Deferred Income Tax Credits
16
17 Well Settlement Proceeds
18
19 ADD:
20
21 Unamortized Debt issuance Costs
22
23 Prepayments
24
25 Materials and Supplies
26
27 Deferred Regulatory Assets
28
29 Working Capital
30
31
32 $ 21,644,877 $ 32,455,951 s 27,050,414

References:
Column (A), Schedule MEM 3.2
Column (B): Schedule MEM RCN-1
Column (C): Column (A) + Column (B) divided by 2
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CHAPARRAL CITY WATER COMPANY, INC,
Docket No. W-02113A-07-0551
Test Year Ended December 31, 2006

Schedule MEM-3

RATE BASE - ORIGINAL COST

(B) (C)
STAFF

AS
ADJUSTED

LINE
n o .

(A)
COMPANY

AS
FILED

STAFF
ADJUSTMENTS

Adj.

M L

$ $1
2
3

Plant in Service
Less: Accumulated Depreciation
Net Plant in Service $

51,804,423
15,877,022
35,927,401 $

(676,361) 2, 3, G, 7 $
(2,031,950) 4
1,355.589 $

51,128,062
13,845,072
37,282,990

LESS:

$ $ $4
5
6

Contributions in Aid of Construction (CIAC)
Less: Accumulated Amortization

Net CIAC 6.119.129 0 $

6,288,097
168,968

6,119,129

7 Advances in Aid of Construction (AIAC) 6,557,243 6,557,243

8 Customer Meter Deposits 819,845 819,845

9 Deferred Income Tax Credits 925,896 925,896

10 Shared Gain on Well 646,000 570,000 1 1,216,000

ADD:

11 Unamortized Debt Issuance Costs 424,010 (424,010) 5

12 Prepayments 192,485 (192,485) 5

13 Materials and Supplies 14,521 (14,521) 5

14 Deferred Regulatory Assets 1,280,000 (1,280,000) 2

15 Working Capital

16 Original Cost Rate Base $ 22,770,304 $ (1,125,427) $ 21,644,877

References:
Column (A), Company Schedule B-1
Column (B): Schedule MEM-4
Column (C): Column (A) + Column (B)

41
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CHAPARRAL CITY WATER COMPANY, INC.
Docket No. W-02113A-07-0551
Test Year Ended December 31, 2006

Schedule MEM - 5

RATE BASE ADJUSTMENT # 1 - Adjustment to recognize the Well Sett lement Proceeds as a regulatory l iabil i ty
that is allocated 100 percent to the ratepayers and subject at a ten year amortization period.

Line

4

VS
COMPANY
PROPOSED

[B]
STAFF

ADJUSTMENTS

[C]
STAFF

RECOMMENDEDDESCRIPTION
Well settlement proceeds mischaracterized
as "Shared gain on well." $ 546,000 $ 570,000 $ 1,216,000

References:
Col [A]: Company Schedeule B-2
Col [BIZ Col [C] _ Col [A]
Col [C]: Explanation below. Testimony - MEM.

Original Amount of settlement proceeds.
2005 amortization
2006 amortization

$ 1 ,520,000
(152,000)
(152,000)

1

2
3
4
5
6
7
a
9

10
11
12
13
14
15 Explanation of Adjustment:
16 Agreement signed 02/05/2005 with Fountain Hills Sanitation District to take Wells 8 & 9 out of service due to
17 possible contamination from sewage treatment facility in exchange for $1 ,520.000. Proceeds to be allocated 100% to ratepay
18 because the wells were fully depreciated, thus the original cost had been paid by the depreciation included in rates throughout
19 the 30 year useful life assigned, which expired in 2001 and 2002. To be amortized over 10 years.
20
21
22
23
24
25
26 Test year-end balance $ 1 ,216,000
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CHAPARRAL CITY WATER COMPANY, INC.
Docket No. W-02113A-07-0551
Test Year Ended December 31, 2006

Schedule MEM - 5

RATE BASE ADJUSTMENT #1 Adjustment to recognize the Well Settlement Proceeds as a regulatory liability
that is allocated 100 percent to the ratepayers and subject at a ten year amortization period.

Line

B

[A]
COMPANY
PROPOSED

[B]
STAFF

ADJUSTMENTS

[C]
STAFF

RECOMMENDEDDESCRIPTION
Well settlement proceeds mischaracterized
as "Shared gain on well." $ 646,000 $ 570,000 $ 1,216,000

References:
Col [A]: Company Schedeule B-2
Col [B]: Col [C] - Col [A]
Col [C]; Explanation below. Testimony - MEM.

1

2
3
4
5
6
7
8
g

10
11
12
13
14
15 Explanation of Adjustment:
16 Agreement signed 02/05/2005 with Fountain Hills Sanitation District to take Wells 8 & 9 out of service due to
17 possible contamination from sewage treatment facility in exchange for $1 ,520.000. Proceeds to be allocated 100% to ratepay
18 because the wells were fully depreciated, thus the original cost had been paid by the depreciation included in rates throughout
19 the 30 year useful life assigned, which expired in 2001 and 2002 To be amortized over 10 years.
20
21
22
23
24
25
26

Original Amount of settlement proceeds.
2005 amortization
2006 amortization

$ 1,520,000
(152,000)
(152,000)

Test year-end balance $ 1,215,000
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CHAPARRAL CITY WATER COMPANY, INC.
Docket No. w-02113A-07-0551
Test Year Ended December 31, 2006

Schedule MEM-5

I

RATE BASE ADJUSTMENTS #2 - Reclassify additional CAP Allocation purchased that is an
intangilbe asset in the form of a water right.

Line
L E DESCRIPTION

[Al
COMPANY
PROPOSED

[B]
STAFF

ADJUSTMENTS

[C]
STAFF

RECOMMENDED

Deferred Regulatory Assets $ 1 ,280,000 s (1 ,2B0,000) $

References:
Col [A]: Company Schedeule B-1
Col [B]: Col [C] - Co\ [A]
Col [C]: Testimony - MEM.

Explanation of  Staf f  Adjustment
Staff has determined that approximately 50% of the additional CAP Allocation of 1,931 acre feet of water purchased in 2007 will
be used and useful by 2012. The contract with CAWCD and CAP for water deliveries is 100 years with renewal provisions so
the purchase has the characteristics of an intangible asset similar to water rights associated with land. Given its attributes, this
purchase should not be treated as having a value which is consumed over time and benefits future periods. The purpose of this
adjustment is to reclassify the cost of the CAP Allocation to NARUC Account #303, Land and Land Rights.

1
2
3
4
5
6
7
B
g

10
11
12
13
14
15
16
17
18
19

NOTE: This adjustment also applies to the RCN schedules,
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CHAPARRAL CITY WATER COMPANY, INC.
Docket No. w-02113A»07-0551
Test Year Ended December 31, 2006

Schedule MEM-7

RATE BASE ADJUSTMENT #3 - Reduce General Office plant for disallowed Items and increase
four-faztor allocation to 4%.

IB] [C] [UI [E]

LINE ACCT
MQ DESCRIPTION

General office plant allocation
Totals

s
s

IA]
COMPANY

AS
FILED

751 ,171
751 171

STAFF
ADJUSTMENT
s 124,299
s 124299

STAFF
RECOMMENDED

875,469
875,469s

[A]; Company Sdwedule B-2, Page 3 and B-3, Page 3 and below Line 25, Column C.
[B]: Testimony - MEM and below calculations and Line 47, Column E.
[C]: Co! [B] + Col [A]

Per Exhibit
Schedule B-2, Pace :s

15v452
1,089,237
5,802,813

(915)
B47,382

141255,765
552,719
4G5,643

4,061
249,261
165,551

Allocation
Faclor

Original
Allocation

52B
34,965

186,270
(29)

21,201
458,027

17,742
13 _o21

130
s_oo1
5,315

3.21%
321%
3.21%
3.21%
3,21 %
3.21%
3.21%
3.21%
3.21%
3.21%
3.21 %
3.21%

23,400,978 751,171

Staff
Adjustment A

Adjusted for
Allocation

Allocation
Fader

(420,000)

Per Exhibit
Schedule B-2, Page 3

16,452
1,089,237
5,802,813

(915)
847,382

14,268,765
552,719
405,643

4_c>s1
249,261
165,561

(820,254)

(274,001 )

16,452
569,237

5,502,813
(916)

27,12B
14,268,765

27B,71B
405,543

4.061
249,261
165,561

Staff
Recommended

658
26,769

232,113
(B r

1,085
570,751

11,149
16,226

162
9,970
6,622

4.00%
4.00%
4.00%
4.00%
4.00%
4 .OO%
4.00%
4.00%
4.00%
4.00%
4.00%
4.00%

23,400,978 I (1,5114,255) ' _ 21,8B5723 875,469
751,171As original tiled

Staff Adjustment to lnaease General Office Plant 124.299

420,oco
820,254
274,001

1,514,255

Vehicles Found by Staff to be Imprudent
Date

Acquired Price
Aoaam.
Dear.

31254004 sFord Explorer - 2004

nrmniu GX35 . 2004 BI13/2004 s

8/13/2004 $

45,639 Per MEM DR 7.5

40,039 Per MEM DR 7_5

40,785 Per MEMDR 7.5

s,9sa

5.253

5,351

10,055

Ford Expeailion - 2004

Aculz MDX 2001 11121/2002 s 3B.319 Per MEM DR 7.5

Infinity QX4 12/118002

we/2005

s

Audi SO Avant . 2005 s

1
2
3
4
5
e
7
B
9 Explanation of Staff Adjustment

10 As Originally Feed::
11
12 Home Office Plant Allocated
13 301 Organization
14 302 Franchise Cost and Other Intangible Plant
15 304 Structures & Improvements
16 311 Electric Pumping Equipment
17 339 Other Plant 8. Misc. Equipment
LB sao Office Furniture & Equipment
19 341 Transportation Equipment
t o 343 Tools, Ship a Garage Equipment
21 344 Laboratory Equipment
22 345 Power Operated Equipment
23 346 Communication Equipment
24 Note Below
25
be
27
28
29 Home Of lice Plant Allocated
30 301 Organization
31 302 Franchise Cost and Other Intangible Plant
32 304 Structures & Improvements
33 311 Electric Pumping Equipment
34 339 Other Plant & Misc, Equipment
35 340 Office Furniture a Equipment
36 341 Transportation Equipment
37 343 Tools, Ship & Garage Equipment
CB 344 Laboratory Equipment
39 345 Power Operated Equipment
40 346 Communication Equipment
AL Note Below
42
43
44
45
i s
47 Items Removed from General Office Plant In Staff Adiustmentz
48 CPUC Management Audit - Completed in 1995, thus not applicable to CCWC.
49 Water Management Plans - Completed in 199a_ thus not applicable to CCWC.
50 Luxury Vehicles - Detail listed below.
51
52
53
54 Note; Consultant's schedule of GO Plant is $7,979 less than the hating in AWR's GL as furnished by the Company. Due to its immateriality Sla fl did not investigate this difference.
55
56
57
58
59
60
61
62
63
64
65
66
67
68
69
70
71
72
73
74

s

50,077 Per MEM DR 7.5

59,143 Per MEM DR 7.5

274,001 s

13,140

s,s8o

43,657



v

CHAPARRAL CITY WATER COMPANY, INC.
Docket No. w-02113A-07-0551
Test Year Ended December 31, 2006

Schedule MEM-8
Page 1 of 3

RATE BASE ADJUSTMENT #4 . ACCUMULATED DEPRECIATION

[8] [C] [D] IE]

LINE
NO.

STAFF
RECOMMENDED

13,845,072
13,845,072

DESCRIPTION
General office plant allocation

Totals
$
$

[A]
COMPANY

AS
FILED
15,877,022
15,877,022

STAFF STAFF TOTAL OF STAFF
ADJUSTMENT A ADJUSTMENT B ADJUSTMENTS
s a4,5e1 s 2,115,511 $ (2,031 .950)
s 84,ss1 $ 2,1 15,511 $ (2,031 .950) s

[A]: Company Schedule B-2, Page 3 and B-3, Page 3 and below Line SO, Column C.
[B]: Testimony - MEM and below calculations and Line 99, Column E.
[C]:Testimony - MEM and below calculations and line 175, Column E.
[D]: Col [B] + Col [C]
[E]: Testimony - MEM

CCWC F!ar\t OCN
Acc um. Depr.
Per Exh. Sch.
B-2 Page ad

357,961
573

1B3,252

B79,456
2,304,454
1 ,996,014
7,154\728
1 ,060,764

990,753
235,514

135,962
45,958
60,636

34,980
25

BBL
31,899

Rounding
Total CCWC Plant Accumulated Depreciation Per Exhibit Schedule B-2. Page Sd.

15,473,832
2

15,473,834

Per Exhibit
Schedule B-4-A

3,046
211 ,596

2,354,430

Allocation
Factor Allocation

98
8,792

75_577

1
2
3
4
5
S
7
B
g

10
11
12
13 Acct.
14 go Description
15 301 Organization
16 302 Franchises
17 303 Land and Land Rights
l a 304 Structures & Improvements
19 305 Collecting & Impounding Reservoirs
20 306 Lakes, Rivers, Other Intakes
21 307 Wells and Springs
22 30B Infiltration Galleries and Tunnels
23 309 Supply Mains
24 310 Power Generation Equipment
25 311 Pumping Equipment
25 320 Water Treatment Plant
27 330 Distribution Reservoirs & Standpipes
2B 331 Transmission & Distribution Mains
29 333 Services
30 334 Meters & Meter Installation
31 335 Hydrants
32 336 Backflow Prevention Devices
33 339 Other Plant 8. Misc. Equipment
34 340 Office Furniture a Equipment
35 341 Transportation Equipment
36 342 Stores Equipment
37 343 Tools, Ship & Garage Equipment
38 344 Laboratory Equipment
39 345 Power Operated Equipment
40 348 Communication Equipment
41 347 Miscellaneous Equipment
42 348 Other Tangible Plant
43
44
45
46
47
48
49 General Office Plant Allocated - Acc um Depr OCN

50 301 Organization
51 302 Franchise Cost and Other Intangible Plant
52 304 Structures & Improvements
53 311 Electric Pumping Equipment
54 339 Other Plant & Misc. Equipment
55 340 Office Furniture & Equipment
56 341 Transportation Equipment
57 343 Tools, Shop & Garage Equipment
58 344 Laboratory Equipment
59 345 Power Operated Equipment
60 34G Communication Equipment
61 Total GO Acc um. Depr. - Exh. Sch, B~2. Pg 4, Line as.
62
63

162,559
8,554,647

552,718
192,458

4,062
249,257
165,561

12,560,374

3.21%
3.21%
3.21%
3.21%
3.21%
3.21%
3.21%
3.21%
3.21%
3.21%
3.21%

5.218
278,135

17,742
s,179

130
a,0o1
5,315

403,188

Total Accumulated Depreciation Per Exhibit Schedule B-2. Page 1, Line 6. 15,877,022



CHAPARRAL CITY WATER COMPANY, INC.
Docket No. W-02113A-07-0551
Test Year Ended December 31, 2008

Schedule MEM-8
Page 2 of 3

Per Exhibit
Sch B-2. Pace 4

a,o4s
211,596

2,354,430

Allocation
Factor

Original
Allocation

98
6,792

75,577

Home
301
302
304
311
339
340
341
343
344
345
346

Office Plant Accumulated Depreciation
Organization
Franchise Cost and Other Intangible Plant
Structures & Improvements
Electric Pumping Equipment
Other Plant & Misc. Equipment
Office Furniture & Equipment
Transportation Equipment
Tools, Ship & Garage Equipment
Laboratory Equipment
Power Operated Equipment
Communication Equipment

3.21%
3.21%
3.21%
3.21%
3.21%
3.21%
3.21%
3.21%
3.21%
3.21%
3.21%

1B2,569
B,SB4,647

552,718
192,488

4_os2
249,257
155,561

12,550,374

5,21a
278,135
17.742
6.179

130
8,001
5.315

403,188
he

Skiff
Adjustment A

(3,046)
(153,888)

Adjusted for
Allocation

Allocation
Factor

Staff
Recommended

Per Exhibit
Schedule B-2, Pa

3.046
211,596

2,354,430
57,708

2,354,430
2_3o8

94,177

(166,019)

Home
301
302
304
311
339
340
341
343
344
345
34S

Office Plant Accumulated Depreciation
Organization
Franchise Cost and Other Intangible Plant
Structures & Improvements
Electric Pumping Equipment
Other Plant & Misc. Equipment
Office Furniture & Equipment
Transportation Equipment
Tools, Ship & Garage Equipment
Laboratory Equipment
Power Operated Equipment
Communication Equipment

(43,667)

4.00%
4.00%
4.00%
4.00%
4.00%
4.00%
4.00%
4.00%
4.00%
4.00%
4.00%

152,589
8,564,647

552,718
192,488

4.062
249,257
165.581 -

12,550,374 l (366,fs20)

(3,450)
8,664,647

509,051
192,488

4.062
249,257
165,561

12,193,754
As original! filed

(138)
346,586
20,362
7,7oo

162
9.970
s,s22

487,750
4~os_188'

2
84,561

Add the rounding difference required to agree with the Exhibit
Staff Adjustment A to increase General Office Plant Accumulated depreciation to Colun B, above

Acc um Depr
3,046 Per DR MEM 7.4 & 7.5

153,888
166,019
43,667

366,620

Vehicles Found by Staff to be I
Date

Acquired Price
Acc um.
Depr.

Ford Explorer - 2004 3/25/2004 s 45,539 5.988

lnflniti GX35 . 2004 B/13/2004 $ 40,039 s.2ss

Ford Expedition - 2004 B/13/2004 s 40,785 5.351

Acura MDX 2001 11/21/2002 s 38,319 10,055

Infinity QX4 12/1112002 $ 50,077 13,140

Audi S4 Avant - 2005 7/S/2005 $ 59,143 s,aa0

e4 Explanation of Staff Adjustment A
65 As Originally Filed:;
68
67
68
69
70
71
72
73
74
75
76
77
78
79
BO
81
82
BE
84
B5
86
87
GB
B9
90
91
92
93
94
95

95
97
CB
99

100 Items Removed from General Office Plant Accumulated Depreciation In Staff Adjustment A:
101 CRC Valuation- Inappropriate accumulated depreciation for intangible
102 CPUC Management Audit - Completed in 1995, thus notapplicable to CCWC.
103 Water ManagementPlans - Completed in1998, thus not applicable to CCWC.
104 Luxury Vehicles - Detail listed below,
105

105
107
108
109
110
111
112
113
114
115
116
117
118
119
120
121 $ 274,001 $ 43,667
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CHAPARRAL CITY WATER COMPANY, INC.
Docket No. w-02113A-07-0551
Test Year Ended December 31, 2005

Schedule MEM-8
Page 3 of 3

Explanation of Staff Adiustment B
Explanation of Adjustment:
Agreement signed D2/05/2005 with Fountain Hills Sanitation District to take Wells B & 9 out of service and retire other
Plant identified by Staff as not being used and useful. Also to reclassify plant and accumulated depreciation.

Acct
1'L€L
304
304

Description
Staff adjustment to Structures and addition to acc um dept based on half-year cone
Well No. 9 - Install exhaust fan
Subtotal

Cost
11,590

596
12,186

Acc um D€Dr
(193)
595
403

307
307
307

$ $Fully depreciated Cost of Well #B per response to DR MEM-7.3
Fully depreciated Cost of Well #9 per response to DR MEM-7.3
Engine Well
Subtotal

r

49,329
54,139
3,348

108,816

49,329
54,139

3,348
106,816

311 Staff adjustment to pumping equipment and addition to acc um dept based on half-y
Subtotal

26,083
28,083

(1 ,630)
(1 ,630)

320
320
320
320

CAP Plant #1 1985
CAP Plant #1 .. Treatment Equipment 1987
CAP Plant #1 - Treatment Equipment 1989
CAP Plant #1 . Treatment Equipment 19889
Subtotal

1,320,562
288,512
397,339

4,409
2,010,922

1,320,562
288,612
397,339

4,409
2,010,922

305
307
311
320
330
331
333
334
335
340
303

Collecting and Impounding Reservoirs
Wells and Springs (250 hp sub.)
Pumping Equipment (250 hp sub. In 1996 Less Fire hydrant in 1996 and DIP in 200
Water Treatment Equipment (Water Treatment Study in 2004) ' -
Distribution Reservoirs and Standpipes (Water Services in 1996 and mains in 2005
Transmission and Distribution Mains (16" main in 2005 and fh Blvd main in 2006)
Services (Water Services in 1996 less Conference Room Table and Chairs in 1993
Meters and Meter installation (Meter installation in 1973 less service line in 1994)
Hydrants (Fire hydrant in 1996 and DIP in 2005)
Office Furniture and Equipment (Conference Room Table and Chairs in 1993)
Land and Land Rights (NC #348 for RCN)

(6,548)
(65,522)
55,254
34,062

(1 v658,272)
1,502,420

105,409
11,193
53,352
1,st4

(34,062)

(1 ,801)
(1 B,727)
24,434

2,908
(104,710)

46,451
30,253
16,154
10,940

585
(6,487)

339
347

Other Plant & Misc. Equip.
Miscellaneous Equipment

106,542
(106,542)

31,889
(31,889)

$ 2v156,007 $ 2,116,511

Summary of Staff Adjustment B
Plant Additions - Line 132

Line 141

122
123
124
125
126
127
128
129
130
131
132
133
134
135
136
137
138
139
140
141
142
143
144
145
146
147
148
149
150
151
152
15a
154
155
156
157
158
159
1s t
161
182
163
164
1s t
156
157
168
159
170
171
172

Plant Retirements - Line 133
Line 139
Line 14B

Structures and Improvements
Pumping equipment

Subtotal of Additions
Structures and Improvements
Wells and Springs
Water Treatment Equipment

Subtotal of Retirements
Total reduction to Column c above

(193)
(1,630)
(1,823)

596
106,816

2,010,922
2,118,334
2,116,511



I r

CHAPARRAL CITY WATER COMPANY, INC.
Docket No. W~02113A-07-0551
Test Year Ended December 31, 2006

Schedule MEM-9

RATE BASE ADJUSTMENT #5 . Eliminate Working Capital Elements

LINE
no.

1
2
3

DESCRIPTION
Unamortized Debt Issuance Costs
Prepayments
Materials and Supplies

$

(Cl
STAFF

RECOMMENDED
$

$

[A]
COMPANY
PROPOSED

$ 424,010
192,485
14,521

631 ,016 $

[B]
STAFF

ADJUSTMENTS
(424,010)
(192,485)
(14,521)

(631,016)
$
$

References:
Col [A]: Company Schedeule B-2
Col [B]: Col [C] - Col [A]
Col [C]: MEM Testimony



CHAPARRAL CITY WATER COMPANY, INC
Docket No. w-02113A-07-0551
Test Year Ended December 31. 2006

Schedule MEM-10

RATE BASE ADJUSTMENT#6 - Capitalize Outside Services Expenses

LINE ACCT COMPANY
PROPOSED
$
$

STAFF STAFF
ADJUSTMENTS RECOMMENDED
$ 11,590 s 11 .590

26,084 s 26.084
37,674 $ 37.674

1
2
3

4

DESCRIPTION
304 Structures and Improvements
311 Electric Pumping Equipment

TOTAL

6

References
Col [A]: Company Schedeule B-2
Col [B]: Col [C] - Col [A]
Col [C]: MEM Testimony

PLANT cosTs REMOVED13
14 Amount

16

And. No
304-Struct & lmprvmnts
304~Struct & Impwmnts
304-Struct & Impwmnts

FROM OUTSIDE SERVICES (MEM 8.1 )
Description
New irrigation installation $
installation of 30' x 6' fencing w/pane $
Professional survey for new fence lim $

Total for Structures and Improvements $ 11.590

20 311 - Elem Pumping Equip
311 - Elem Pumping Equip
311 - Elem Pumping Equip

Recondition motor
Removal & repair of pump
Removal & repair of motor and pump $

Total for Electric Pumping Equipment $
13.123
26.084

25 Total expensed plant $
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CHAPARRAL cow WATER COMPANY, INC.
Docket ND. W-02113A-07-0551
Test Year Ended December 31, 2006

Schedule MEM-11

RATE BASE ADJUSTMENT #7 - Retire Wells #8 and #9 and Other Plant that is not used and useful.
Also reclassify plant into more appropriate NARUC account categories.

IA]
COMPANY
PROPOSED
$
s
$
$
$
s
$
s
$
$
$
$
$
$
$
s
$

[B]
STAFF

ADJUSTMENT
s (596)
$ (106,816)

(2,010,922)
(6,548)

(65,622)
55,254
34,062

(1 ,658,272)
1 ,502,420

106,409
11,193
53,352
1,814

(34,062)
106,542

(106,542)
(2,118,334)s

[C]
STAFF

RECOMMENDED
$ (596)
s (105,816)
$ (2,010,922)
$ (6,548)
$ (65,622)
$ 55,254
s 34,062
$ (1,658,272)
$ 1,502,420
$ 106,409
s 11,193
5 53,352
$ 1,814
s (34,062)
$ 106,542
$ (106,542)
$ (2,118,334)

References:
Col [A]: Company Schedeule B-2
Col [B]: Col [C] - Col [A]
Col [C]: MEM Testimony

$

320
320
320
320

Cost
49,329
54,139
3,348

106,815
1,320,562

288,612
397,339

4,409
2,010,922

596

Acc um Dear
s 49,329

54,139
3,348

106,816
1,320,562

288,612
397,339

4,409
2,010,922

596304

Description
Fully depreciated Cost of Well #8 per response to DR MEM-7.3
Fully depreciated Cost of Well #9 per response to DR MEM-7.3
Engine Well
Subtotal
CAP Plant #1 1985
CAP Plant #1 - Treatment Equipment 1987
CAP Plant #1 - Treatment Equipment 19B9
CAP Plant #1 - Treatment Equipment 19889
Subtotal
Well No. 9 - Install exhaust fan

305
307
311
320
330
331
333
334
335
340
303

Collecting and Impounding Reservoirs
Wells and Springs (250 hp sub.)
Pumping Equipment (250 hp sub. In 1996 Less Fire hydrant in 1996 and DIP in
Water Treatment Equipment (Water Treatment Study in 2004)
Distribution Reservoirs and Standpipes (Water Services in 1996 and mains in 21
Transmission and Distribution Mains (16" main in 2005 and fh Blvd main in 200(
Services (Water Services in 1996 less Conference Room Table and Chairs in 1:
Meters and Meter Installation (Meter installation in 1973 less service line in 199~
Hydrants (Fire hydrant in 1996 and DIP in 2005)
Office Furniture and Equipment (Conference Room Table and Chairs in 1993)
Land and Land Rights (NC #348 for RCN)

(6,548)
(65,622)
55,254
34,062

(1 ,658,272)
1,502,420

106,409
11,193
53,352
1,814

(34,062)

(1,801)
(18,727)
24,434
2,908

(104,710)
46,451
30,253
16,154
10,940

585
(6,487)

339
347

105,542
(106,542)

31 ,889
(31,889)

LINE ACCT
. MQ  no. DESCRIPTION

1 304 Structures and Improvements
2 307 Wells and Springs
3 320 Water Treatment Equipment
4 305 Collecting and impounding Reservoirs
5 307 Wells and Springs
6 311 Pumping Equipment
7 320 Water Treatment Equipment
8 330 Distribution Reservoirs and Standpipes
9 331 Transmission and Distribution Mains

10 333 Services
11 334 Meters and Meter Installation
12 335 Hydrants
13 340 Office Furniture and Equipment
14 303 Land and Land Rights (NC #348 for RCN)
15 339 Other Plant & Misc. Equip.
16 347 Miscellaneous Equipment
17 TOTAL
18
19
20
21
22
23
24
25
26 Explanation of Adjustment:
27 Agreement signed 02/05/2005 with Fountain Hills Sanitation District to take wells 8 & 9 out of service and retire other
28 Plant identified by Staff as not being used and useful. Also to reclassify plant and accumulated depreciation.
29
30 Acct.
31
32 307
33 307
34 307
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
54
55 Other Plant & Misc. Equip.
55
57
58
59

$ 2,118,334 $ 2,118,334
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CHAPARRAL CITY WATER COMPANY, INC.
Docket No. w-02113A-07-0551
Test Year Ended December 31, 2006

Schedule MEM RCN -1

RATE BASE - RECONSTRUCTION COST NEW

(B)

LINE
NO,

(A)
COMPANY

AS
FILED

STAFF
ADJUSTMENTS

Adj.
No.

(C)
STAFF

AS
ADJUSTED

$ (2,337,584) 2, 3, 5 $
(2,506,970) 4

169.386 $

78,478,520
23,387,716
55,090,8044 :

'4"

80,818,104
25,894,686
54,921,418

$ $ $

9,441,352

10,231,760

$ 9,441,352

$ 10,231,760

819,845 $ 819.845

925,896 925,896

646,000 570,000 1 1,216.000

5

5

5

424,010

192,485

14,521

1,280,000

(424,010)

(192,485)

(14.521 )

(1 ,280,000) 2

1 Plant in Service
2 Less: Accumulated Depreciation
3 Net Plant in Service

4
5 LESS:
6
7 Contributions in Aid of Construction (CIAC)
8 Less: Accumulated Amortization
9 Net CIAC

10
11 Advances in Aid of Construction (AIAC)
12
13 Customer Meter Deposits
14
15 Deferred income Tax Credits
15
17 Shared Gain on Well
18
19 ADD:
20
21 Unamortized Debt issuance Costs
22
23 Prepayments
24
25 Materials and Supplies
26
27 Deferred Regulatory Assets
28
29 Working Capital
30
31
32

33
34
35 References:
36 Column (A), Company Schedule B-3
37 Column (B): Schedule MEM RCN-2
38 Column (C): Column (A) + Column (B)

$ 34,767,581 $ (2,311,630) $ 32,455,951
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CHAPARRAL CITY WATER COMPANY, INC.
Docket No. W-02113A-07-0551
Test Year Ended December 31 , 2006

Schedule MEM RCN-3

RCN RATE BASE ADJUSTMENT #3 . Reduce General Office plant allocation for disallowed items and increase
four-factor allocation to 4%.

IB] IC]

LINE
no.

STAFF
RECOMMENDED

1,167,091
s 1,167,091

DESCRIPTION
General office plant allocation @ RCN

Totals
$
$

[A]
COMPANY

AS
FILED

992,128
-992,128

STAFF
ADJUSTMENT
s 174,963
s 174,963

[A]: Company ScheduleB-3, Page 3 and B-4 and belowLine 27, ColumnC.
[B}:Testimony- MEM and below calculations andLine 48, ColumnE.
[D]: Col [B] +Col[Cl

Alkzcaiion
Factor

s 3.21%
3.21%
3.21%
3.21%
3.21%
3.21%
3.21%
3.21%
3.21%
3.21%
3.21%
3.21%

RCN
Original

Allocation
5,521

52B
29,443

301 ,OBS

(60)

RCN Per
Exhibit Schedule

B-4-A
172,003
16,452

917,234
9,379,730

(1 ,850)
1 .055,403

17,1 BB,237
B06,575
B63,298
15,358

634,172
250,818

30,997,420s

33,878
551 ,742
19,471
21 ,292

493
20v357
a,372

992,128

Staff
Adiuslment

Allocation
Factor

$

(420,000)

(1 .015,14s)

RCN Per
Exhibit Schedule

B~4~A
172,003
15,452

917,234
9,379,730

(1 .B60)
1,055,403

17,188,237
G06,575
663,298
15,358

634,172
260,818

30,907,420

(295,002)

4.00%
4.00%
4.00%
4.00%
4.00%
4.00%
4.00%
4.00%
4.00%
4.00%
4.00%
4.00%

$ (1,730,14B)

Adjusted for
Allocation

172,003
16,452

497,234
9,379,730

(1 ,880)
40,257

17,188,237
311 .573
653,298
15,358

69,172
260,818

29,177,272
AS original filed

Staff
Recommended

6,880
658

19,889
375,189

(74)
1810

687,529
12,463
28,532

S14
25,367
10,433

1 ,167.091

992,12?

174,954
1--1

Staff Adjustment to Increase General Office Plant
Cost
RCN

420,000
1_015,148

295,002
1,730,148

OCN
420,ooo
820,254
274,001

1 ,514,255

Vehicles Found by Staff to be Imprudent
Date

Acquired

RCN Per
Exhibit Schedule

B-4-A

3/26/2004 s 48,615Ford Explorer- 2004

Infinity GX35 . 2004 B/13/2004 $ 43,z4z

Ford Expedition - 2004 8/13/2004 s 43.444

Acura MDX 2001 11/21/2002 $ 42,917

Infinity QX4 12/11/2002 s 56,086

Audi S4 Avant . 2005 7/5/2005 $ 60,698

1
2

3
4
5
6
7
B
g

1 o
11 Explanation of Staff Adjustment
12 As Originally Filed:
13
14 Home Office Plant Allocated
15 308 Land
16 301 Organization
17 303 Franchise Cost and Other Intangible Plan!
18 304 Structures & Improvements
19 311 Electric Pumping Equipment
20 339 Other Plant & Misc. Equipment
21 340 Office Furniture & Equipment
22 341 Transportation Equipment
23 343 Tools, Shop & Garage Equipment
24 344 Laboratory Equipment
25 345 Power Operated Equipment
25 346 Communication Equipment
27

2a
29
30
31
32 Home Office Plant Allocated
33 308 Land
34 301 Organization
35 303 Franchise Cost and Other Intangible Plant
as 304 Structures 8. Improvements
37 311 Electric Pumping Equipment
38 339 Other Plant & Misc. Equipment
39 340 Oltice Furniture a. Equipment
40 M1 Transportation Equipment
41 MY Tools, Shop & Garage Equipment
42 344 Laboratory Equipment
43 345 Power Operated Equipment
44 34B Communication Equipment
45

be
47
48

49
50 Items Removed from General Office Plant tn Staff Adjustment A:
51 CPUC Management Audit - Completed in 1995, thus not applicable to CCW
52 Water Management Plans - Completed in 1998, thus not applicable to CCW
53 Luxury Vehicles - Detail listed below.
54
55
56
57
58
59
60
61
62
63
64
G5
CB
67
68
89
70
71
72

73

$ 295,002
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CHAPARRAL CITY WATER COMPANY, INC.
Docket No. W-D2113A-07-0551
Test Year Ended December 31, zoos

Schedule MEM RCN-4
Page1 of3

RCND RATE BASE ADJUSTMENT #4 . ACCUMULATED DEPRECIATION

IB] [C] [D] [E]

LINE
NO. DESCRIPTION

RCN Accumulated Depreciation
Totals

s
s

[A]
COMPANY

As
F!LED

25,894,686
25,894,686

STAFF
ADJUSTMENT A
s 113_B1 a
s 113_818

STAFF TOTAL OF STAFF STAFF
ADJUSTMENTB ADJUSTMENTS RECOMMENDED
s (2,620.7a9) s (2,506_97D) 23,387,716
s (2,G20,789) $ (2,506,970) $ 23,387,716

[A]: Company Schedule B~2, B-3 and B-4 and below Line 65, Column E.
[B]: Testimony - MEM and below calculations and Line 145, Column E.
[C]: Testimony - MEM and below calculations and line 193, Column E.
[D]; Col [B] + Col [C]
[E]: Col [A] + Col [D], and line 199, Column E.

Desl:riDti0n

ccwc Plant OCN CCWC Plant OCN
Acc um. Dear. Acc um. Depr.
PerExh. Sch. Per Exh. Sch,
B-2 Page ad B-4

Ratioof RCN to RCN
Original Cost Acer. Dear

Per Exp. Sch. B-4 Per Exh. Sch. B-4

357.961
573

378,155 1 .2942 486,820

183,252 54,932 2.7353 150,255

879,456
2,304,464
1 ,sss_o14
7,154,728
1,060,764

990,763
235,514

834,457
2,099,307
1,431,816
7,103,657
1,228,978
1,032,188

246,174

2.0976
1.2B41
1 .5902
1.8292
1.2590
114609
1.8716

1,750,363
2,695,725
2,276,817

12,993,907
1.547.309
1,507,882

460,745

135,962
45,958
60,636

252,340
56,702

140.176

1.0564
1.2925
1.2395

277. 127
86,215

173,753

:s4,9ao
25

43,635 1.3106 57,187

883
31 ,899

25,603 1,4512 37,410

639
14,946,757

1 .0000

Rounding
Total CCWC PlantAccumulated Depreciation

15,473,832
2

15,473,834 14.946,757

639
24,502,155

(12)
24,502,143

Per Exhibit
Schedule B-4-A

3,046
211 ,595

2,354,430

Allocation
Fodor

Ratio of RCN to
OriginalCost Per
Exh. Sch. B-4-A

G. o. RCN
Acc um. Depr

98
6,792

122,154

1
2
3
4
5
6
7
B
g

10
11
12
13
14 ACCT.
15 [Lg
16 301 Organization
17 302 Franchises
18 303 Land and Land Rights
19 304 Structures & Improvements
20 305 Collecting & impounding Reservoirs
21 308 Lakes, Rivers, Other Intakes
22 307 Walls and Springs
23 308 Infiltration Galleries and Tunnels
24 309 Supply Mains
25 310 Power Generation Equipment
26 311 Pumping Equipment
27 320 Water Treatment Plant
28 330 Distribution Reservoirs is Standpipes
29 331 Transmission a Distribution Mains
30 333 Services
31 334 Meters & Meter Installation
32 335 Hydrants
33 335 Backtiow Prevention Devices
34 339 Other Plant a Misc. Equipment
35 340 Office Furniture & Equipment
36 341 Transportation Equipment

.37 342 Stores Equipment
38 343 Tools, Ship & Garage Equipment
39 344 Laboratory Equipment
40 345 Power Operated Equipment
41 346 Communication Equipment
42 347 Miscellaneous Equipment
43 348 Other Tangible Plant
44
i s
45
47
4B
49
50 General Office Plant Allocated - Aecum Dear own Alloc8liofl

51 301 Organization 98
52 302 Franchise Cost and OMer Intangible Plan! 6,792
53 304 Structures & Improvements 75,577
54 311 Electric Pumping Equipment .
55 sos Other Plant a Misc Equipment 5,218
56 340 Office Furniture & Equipment 278,135
57 341 Transportation Equipment 17,742
58 343 Tools, Shop & Garage Equipment 6,179
59 344 Laboratory Equipment 130
60 345 Power Operated Equipment 8,001
so 346 Communication Equipment 5,315
62 Total GO Aca.lm. Dear. - Exh. Sch. B~2. Pg 4, Line 33. 403.188
63 15,577,022
64 Company Pm~fom1a RCN Rate Base Adjustment No. 1 for difference between General Ledger and Depreciation Detail Schedules.
65 Total RCN Accumulated Depreciation Per Exhibit Schedule B-2. Page 1, Line 7 - To Line 1, Column A above

152,559
B,SS4,547

552,718
192,455

4.062
249,257
155,551

12,550,374

3 . 2 1 *
3.21 *
3.21 *
3.21%
3.21 as
3.21 as
3.21 as
3.21 as
3.21 *
3.21 as
3.21 *

1.0000
1.0000
1.6164
0.0000
1.2455
1.2046
1.0974
1.6352
3.7818
2.5442
1.5754

6,500
335,043
19,471
10,104

493
20,357
s,a7z

529,393
25,031 ,536

863,150
25,894,886
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CHAPARRAL CITY WATER COMPANY, INC.
Docket No. W-02113A-07-0551
Test Year Ended December 31, 2006

Schedule MEM-RCN4
Page 2 of 3

Per Exhibit
Sch B-2. Pane 4

3,045
211,596

2,354,430

Allocation
Factor

Original
Allocation

98
6,792

75,577

162,559
B_654,B47

552,71 B
192,488

4,062
249,257
165,561

12,580,374

3.21%
3.21 %
3.21%
3.21 %
3.21 %
3.21 %
3.21%
321%
3.21%
3.21%
3.21%

s,21a
278,135

17,742
6,179

130
a_oo1
s_a1s

403188

Staff
Adjustment A

(3,046)
(153,885)

Adjusted for
Allocation

Allocation
Factor

Per Exhibit
Schedule B-2, Page 3

3,046
211 ,596

2,354,430
57,708

2,354,430

(166,019)

(43,667)

(3,450)
B,S64,647

509,051
192,488

4.o62
249,257
165,561

12,193,754

4.00%
4.00%
4.00%
4.00%
4.00%
4.00%
4.00%
`4.00'A
4.00%
4.00%
4.00%

162,569
8,664,547

552,718
192,4BB

4,ofs2
249,257
165,581

12,560,374 (36S,620l

Acc um Depr
3,046 Per DR MEM 7.4 & 7.5

153,BB8
166,019

43,667
366,620

Vehicles Found by Staff to be Imprudent
Date

Acquired Price
A calm.
Depr.

Ford Explorer - 2004 3/25/2004 s 45,639 5.98a

lrmrmi GX35 . 2004 B/13/2004 s 40,039 5,253

Ford Expedition - 2004 8/13/2004 s 40,785 5.351

Accra MDX 2001 1112112002 s 38,319 10,055

Infinity QX4 12/1112902 s 50,017 13,140

Audi S4 Avant . 2005 7/5/2005 s 59,143 3.8a0

274.001 s 43,657

Staff
Adjusted

Ratio of RCN to
Original Casi Per
Exp. Sch. B-4-A

Staff
Recommended

G. o. RCN
Acc um. Dear.

2.308
94_177

z,aoa
152,228

301
302
304
311
339
340
341
343
344
345
346

1.oooo
110009
1,6164
0.0000
1.2455
1.2045
1.0974
1.6352
3.7818
2.5442
1.5754

(138)
346,555

20,352
7,700

162
9,970
s_e22

4B7_750

(172)
417,491

z2,34s
12,590

S14
25,366
10.433

543,211
529,393As origir\ally filed Per Exhibit Schedule B-3, Page 4, Line 37

66 E xp l ana t i on  o f  S ta f f  A d i us tm en t  A
67 As Originally Filedz:
SB
SO Home Office Plant Accumulated Depreciation
70 301 Organization
71 302 Franchise Cost and Other Intangible Plant
72 304 Structures & Improvements
73 311 Electric Pumping Equipment
74 339 Other Plant at Misc. Equipment
75 340 Cffice Furniture 8- Equipment
76 341 Transportation Equipment
77 343 Tools, Ship8~ Garage Equipment
78 344 Laboratory Equipment
79 345 Power Operated Equipment
t o 346 Communication Equipment
B1
oz
83
BE
BE Home Office Plant Accumulated Depreciation
BS 301 Organization
B7 302 Franchise Cost and Other Intangible Plant
88 304 Structures & Improvements
BE 311 Electric Pumping Equipment
90 339 Other Plant 8 Misc. Equipment
91 340 Office Furniture & Equipment
92 341 Transportation Equipment
93 343 Tools_ Ship 8. Garage Equipment
94 344 Laboratory Equipment
B5 345 Power Operated Equipment
96 346 Communication Equipment
97
98
99

100
101
102 Items Removed from General Office Plant Accumulated Depreciation In Staff Adjustment A:
103 CRC Valuation - lnappropriale accumulated depreciation for intangible
104 CPUC Management Audit - Completed in 1995, thus not applicable to CCWC.
105 Water Management Plans - Completed in 1995, thus not applicable to CCWC.
105 Luxury Vehicles - Detail listed below.
107
108
109
110
111
112
113
114
115
115
117
N B
119
120
121
122
123
124
125
125
127
12B
129 Organization
130 Franchise Cost and Other Intangible Plant
131 Structures a. Improvements
132 Electric Pumping Equipment
133 Other Plant & Misc. Equipment
134 Otiice Furniture & Equipment
135 Transportation Equipment
136 Touts, Ship & Garage Equipment
137 Laboratory Equipment
138 Power Operated Equipment
139 Communication Equipment
140
141
142
143
144

Staff Adjustment A lo Reduce General Office Plant Accumulated depredation for disallowed items and increase
allocation to 4 percent. To line 1, ColumnB 113,818
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CHAPARRAL CITY WATER COMPANY, INC.
Docket No. W-02113A-07-D551
TestYear Ended December 31, 2006

Schedule MEM-RCN~4
Page 3 of 3

Description

CCWC Plant OCN
Acc um. Depr. Per

Eh, Sch. B-2, Page 3

CCWC Plant OCN
Acc um. OSPF,
Adjustments

Per Staff
Sched, MEM-a

Ratio of RCN to
Original Cost
Per Exh Sch B-4

Staff
Recommended
CCWC RCN
Acc um. Dear.

RCN
ADC Um_ DBpl'.

Per Exp. Sch. B-4

Difference -
Staff

Adjustment B

357,961
573

(403)
(573)

1.2942
1.oooo

452,752 486,820 (24,058)

183,252 (125,543) 2.7353 157,B51 150,255 7,596

579,456
2,304,464
1,996,014
7,154,728
1,060,764

990.763
235,514

26,064
(2,DDB,014)

(104,710)
45,451
30,253
16,154
10,940

2.0976
1.2B41
1.5902
1 .8292
1.2590
1.4509
1.B716

1,B99,419
350,671

3,007,552
13,172,397
1,373,590
1,471,005

461,263

1,750,363
2,595,725
2,278,817

12,993,907
1,547,309
1,507,882

460,745

149,056
(2,315,D54)

730,735
175,489
(173,719)
(36,876)

51B

135,962
45,958
some

585
1.0564
1.2925
1.2395

143,630
60,157
75_158

277,127
86.215

173,753

(133,457)
(25,059)
(98,595)

34.980
25

1.3106
1.0000

45,a4s
25

57,1B7 (11,342)
25

BBL
31 ,899

1.4612
1.0000
1.0000

1,290
31,899

37,410

22,744,505
539

24,502, 155
(12)

(35,120)
31 ,899

(G39)
(1 ,757,e51 )

12Rounding
15,473,832

2
15,473,834

22,744,505 24,502,143
(1,757,639)

863,150

145 Explanation of Staff Adjustment B
145
147
148
149 Acct.
150 M ;
151 301 Organization
152 302 Franchises
153 303 Land and Land Rights
154 304 Structures & Improvements
155 305 Collecting & impounding Reservoirs
156 306 Lakes, Rivers, Other Intakes
157 307 Wells and Springs
158 30B Infiltration Galleries and Tunnels
159 309 Supply Mains
160 310 Power Generation Equipment
161 311 Pumping Equipment
162 320 Water Treatment Plant
163 330 Distribution Reservoirs & Standpipes
154 331 Transmission a. Distribution Mains
165 333 Services
166 334 Meters a Meter Installation
167 335 Hydrants
168 336 Beckfiow Prevention Devices
169 339 Other Plant 8. Misc, Equipment
170 340 Office Furniture 8. Equipment
171 341 Transportation Equipment
172 342 Stores Equipment
173 343 Tools, Ship & Garage Equipment
174 344 Laboratory Equipment
175 345 Power Operated Equipment
176 346 Communication Equipment
177 347 Miscellaneous Equipment
17B 348 Other Tangible Plant
179
180
1 el
1B2 Total CCWC Plant RCN Nccnmulated Depreciation
1B3 Difference between detail plant schedules and General Ledger accumulated depreciation balances and
1B4 Company RCN ratios applied to detail balances.
185 Less Company RCND Rate Base pro-forma adjustment No, 1 to account for the difference between General
186 Ledger ND and detail schedules.
187 Staff Adjustment B to decrease CCWC Plant RCN Accumulated Depreciation Based on Company Supplied
188 RCN Rates. To Line 1, Column C
189
190
191 Summary of Staff Recommended RCN Accumulated Deprecaition'
192 Staff recommended CCWC RCN Accumulated Depreciation Calculated Below
193 Staff recommended General Office RCN Acalmulated Depreciation
194 Staff recommended Total RCN Accumulated Depreciation to Column E, Line 1 above

22,744,505
B43211

23,387,716

(2,€20,7B9)



CHAPARRAL CITY WATER COMPANY. INC
Docket No. w.02113A-07-D551
Test Year Ended December 31 . 2006

Schedu\e MEM RCN-5
Page 1 of 2

RCN RATE BASE ADJUSTMENT #6 - Record Plant Additions and Retirements per Staff Adjustments

DESCRlPTiON

COMPANY
AS

FILED
STAFF

ADJUSTMENT
STAFF

RECOMMENDED
$

305,920
1 .965.394

1 _245.937
10.793

1 .551 .857
1 .976.1B7

908.287 (528,244) 380.043

3.160.902
9.969.130

13.002.6B9
31320.448
9.304.078
3.981 .833
z. 192.853

105.725
(3,226,536)
(1,932,296)
1.601 .DBZ

146.911
16.310
77.763

3.256.527
5.742.594

11.070.as3
33.521 .530
9.450.9B9
3.998.143
2.270.61 G

1.814.021
349.449
663.541

1.814.021

663.541

195.755 195.755

301
302
303
304
305
306
307
308
309
310
311
320
330
331
333
334
335
335
339
340
341
342
343
344
345
346
347
348

Organization
Franchises
Land and Land Rights
Structures & Improvements
Collecting & Impounding Reservoirs
Lakes. Rivers. Other Intakes
Wells and Springs
Infiltration Galleries and Tunnels
Supply Mains
Power Generation Equipment
Pumping Equipment
Water Treatment Plant
Distribution Reservoirs 8- Standpipes
Transmission 8- Distribution Mains
Services
Meters & Meter Installation
Hydrants
Backflow Prevention Devices
Other Plant a. Misc. Equipment
Office Furniture & Equipment
Transportation Equipment
Stores Equipment
Tools, Ship 8- Garage Equipment
Laboratory Equipment
Power Operated Equipment
Communication Equipment
Miscellaneous Equipment
Other Tangible Plant

57.138 57.138

79.791.438 (2,4B0,D11) 77.31 1.427

[A]: Company Schedule B-4, and below Line 23 - be, Column A
[B]: Testimony - MEM and Schedule MEM-S and Schedule MEM-23
[C]: Col [B] + Col [C]

Company
RCN Per

Exhibit Schedule
Per Below Analysis

Staff Adjusted Difference
Staff Adjustment

305.920
1.955.394

1 .551.857
1 .976_1B7

(1,245,937)
(10,793)

908.257 380.043 528.244

3.160.902
9.959.130

13.002.689
31 .920.448

9.304.078
3.981.833
2.192.853

3.265.527
6.742.594

11.070.393
33.521530

9.450.989
3.998.143
2.270.516

(105,725)
3.225.536
1.932.296

(1 ,501 ,0s2)
(146,911 )
(16,31 al
(77,763)

1 .814.D21
349.449
663.541

351.993
663.541

(2,544)

195.755 195.755

40
41
42
43
44
45
46
47
CB
49
50
51
52
53
54
55
55
57
58
59
60
61
62
63
S4
G5
66
67

301
302
303
304
305
306
307
308
309
310
311
320
330
331
333
334
335
336
339
340
341
342
343
344
345
348
347
348

Organization
Franchises
Land and Land Rights
Structures & Improvements
Collecting & Impounding Reservoirs
Lakes. Rivers. Other Intakes
Wells and Springs
Infiltration Galleries and Tunnels
Supply Mains
Power Generation Equipment
Pumping Equipment
Water Treatment Plant
Distribution Reservoirs & Standpipes
Transmission 8. Distribution Mains
Services
Meters & Meter installation
Hydrants
Backflow Prevention Devices
Other Plant & Misc. Equipment
Office Furniture a. Equipment
Transportation Equipment
Stores Equipment
Tools, Ship gt Garage Equipment
Laboratory Equipment
Power Operated Equipment
Communication Equipment
Miscellaneous Equipment
Other Tangible Plant

57 57

79.791 .43B 77.311.427 2.4B0.011
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CHAPARRAL CITY WATER COMPANY, INC.
Docket No. w-02113A-07-0551
Test Year Ended December 31, 2006

Schedule MEM RCN-3
Page 2 of 2

Staff Adjusted
RCN

PerMSJ
From Sch
MEM 23

From Sch
MEM-B

Staff Adjusted
RCN

1 ,280,DOD271,857
1,964,557 11,590

1,551,857
1,976,157

380,043 380,043

3,240,544
5,742,594

11,070,393
33,521 ,530

9,450,989
3,998,143
2,270,616

26,083 3,266,527
6,742,594

11 ,07D,393
33,521 ,530
9,450,989
3,998,143
2,270,e1 a

1,814,021
351,993
863,541

1,814,021
351 ,993
663,541

195,755 195.755

301
302
303
304
305
308
307
308
309
310
311
320
330
331
333
334
335
336
339
340
341
342
343
344
345
346
347
34B

Organization
Franchises
Land and Land Rights
Structures & improvements
Collecting & Impounding Reservoirs
Lakes, Rivers, Other Intakes
Wells and Springs
Infiltration Galleries and Tunnels
Supply Mains
Power Generation Equipment
Pumping Equipment
Water Treatment Plant
Distribution Reservoirs & Standpipes
Transmission & Distribution Mains
Services
Meters & Meter installation
Hydrants
Backflow Prevention Devices
Other Plant & Misc. Equipment
Office Furniture & Equipment
Transportation Equipment
Stores Equipment
Tools, Ship & Garage Equipment
Laboratory Equipment
Power Operated Equipment
Communication Equipment
Miscellaneous Equipment
Other Tangible Plant

57,138 57,138

68
as
70
71
72
73
74
75
76
77
78
79
80
BI
BE
BE
84
B5
85
87
BB
BE
so
91
92
93
94
95
96 75,993,754 37,673 1280,000 77,311 ,427
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CHAPARRAL CITY WATER COMPANY, INC.
Docket No, W-02113A-07-0551
Test Year Ended December 31, 2006

Schedule MEM-12

OPERATING INCOME STATEMENT - ADJUSTED TEST YEAR AND STAFF RECOMMENDED

[8] [D] [E]

LINE
n o . DESCRIPTION

[AI
COMPANY
ADJUSTED
TEST YEAR

AS FILED

STAFF
TEST YEAR Adj.

ADJUSTMENTS MQ

[C]
STAFF

TEST YEAR
AS

ADJUSTED

STAFF
PROPOSED
CHANGES

STAFF
RECOMMENDED

1
2
3
4
5

s 7,384,411
82,289

$ s 7,364,411
82,289

s 1,735,255 $ 91099,675
82,289

REVENUES.'
Metered Water Sales
Waler Sales - Unmetered
Intentionally LeR Blank
Total Operating Revenues s 7,446,700 $ s 7,446,700 $ 1,735,265 $ 9,181,965

OPERA TING E><pEnsEs:6
7
10

$ s - s
(20,306) 2

s s

(27,630)
(19,018)

7
8

(38,048)
(17,820)

10
11

969,244
B31 ,855
602,982
127,457
104,809
19,800

265,544
43,458
70,430
(1 ,294) a_es4 g

969,244
811 ,351
602,982

994827
a5_s91
19,800

228,496
25,638
70.430

2,360

969,244
811 ,351
602,982

99,B27
85,591
19,800

228,496
25,638
70,430

2.3fs0

(61 ,s38) 6
37,214 4

(B6,188) 3
.(76,000) 1
(34,000) 5

83,333
1,297,162
1,521 ,831
(152,000)

83,333
1 ,297,1 so
1 ,521 ,a31
(152,000)

Q

144,871
1259,948
1 _eoa,o19

(78,000)
64,000
47,873

295,B13
270,020

(33,413)
197,275

12
13

47,873
262,400
467,295

20,731
661,791

47,873
283,131

1 ,129,086

11
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31

Salaries and Wages
Purchased Water
Purchased Power
Chemicals
Repairs and Maintenance
Office Supplies and Expense
Outside Sevices
Water Testing
Transportation
General Liability Insurance
Insurance - Health and Life
Regulatory Commission/Rate Case Expense
Miscellaneous Expense
Depreciation
Amortization of Gain on Well (Settlement Proc
Amortization of Additional CAP Allocation
Taxes other than Income
Property Taxes
Income Taxes
Intentionally Left Blank
Total Operating Expenses
Operating Income (Loss)

$
$

6,549,430
797,270

$
s

(205,818)
205,818

s
$

6,443,512
1,003,088

s 682,522
$1,052,744

$
_ s

7,125,134
2,055,831

References:
Column (A): Company Schedule C-1
Column (B): Schedule MEM-13
Column (C): Column (A) + Column (B)
Column (D): Schedules MEM-1 and MEM-2
Column (E): Column (C) + Column (D)
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CHAPARRAL CITY WATER COMPANY. INC
Dad<et No. W-02113A-07-0551
Test Year Ended December 31. 2006

Schedule MEM-14

OPERATING INCOME ADJUSTMENT #1 - Well settlement proceeds allocated 100% to ratepayers

DESCRIPTION
COMPANY
PROPOSED

STAFF
ADJUSTMENTS

STAFF
RECOMMENDED

Well Settlement Proceeds Amortized $ (76,000) $ (76,000) $ (152,000)

References
Col [A]: Company Schedeule C-1
Col [B]: Col [C] - Col [A]
Col [C]: Testimony - MEM and worKsheet MEM-5

Explanation of Adjustment
Agreement signed 02/05/2005 with Fountain Hills Sanitation District to take Wells 8 & 9 out of service due to
possible contamination from sewage treatment facility in exchange for $1 v520.D00. Gain to be allocated 100% to ratepayers
because the wells were fully depredated, thus the original cost had been paid by the depreciation included in rates through 2002

Ratepayers share of proceeds
Based on a ten year amortization, the amount included in instant rate case revenue requirement as "Amortization of

Well Settlement Proceeds

$ 1,520,000

(152,000)
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CHAPARRAL CITY WATER COMPANY, INC.
Docket No. W-02113A-07-0551
Test Year Ended December 31, 2006

Schedule MEM-15

OPERATING INCOME ADJUSTMENT #2 - Decrease Purchased Water Cost

LINE
no .

1
DESCRIPTION
Purchased Water Cost

[A]
COMPANY
PROPOSED
$ 831,656

[B]
STAFF

ADJUSTMENTS
s (20,306)

[C]
STAFF

RECOMMENDED
$ 811,350

References:
Col [A]: Company Schedule C-2
Col [B]: Col [C] - Col [A]
Col [C]: MEM Testimony

From Exhibit Schedule C-2, Page 6 (Proforma Adj #5)

CAP water allocation (acre feet)
Additional CAP allocation

2008 capital cost per acre foot
Total capital cost

$
$

COITIDETW
6,978
1,931
8,909

21
187,089

staff
a,97a
965.5
7,944
$21

$156,814

CAP water delivered (acre feet) - G,500 scheduled, s,978 was delivered
Excess CAP water delivered
Additional acre feet in annualization

zoom delivery cost per acre foot
Total M&l cost

6.978
250

(705)
6,533
$92

$501 ,036

6,978
260

(705)
6,533
$92

$501,035

Total CAP purchased water 788,125 767,850

Ground water pumper in acre feet
Excess capacity percentage
Total projected gallons pumped
CAP Replenishment District assessment fee

s

250
0,57
174

$250
43,550 $

260
0.67
174

$250
43,500

Total purchased water cost
Test yearpurchased water costper GL
Increase(decrease)

s
$

B31,B56
934,095

(102,439)

s
s

Staff Adjustment to eliminate portion of expense no! used and useful

B11,350
934,095

(122,746)
(102,439)
(20,307) Round to $20,306

$ 831,656
(20,307)
811,350

2
3
4
5
6
7
a
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
2B
29
30
31
32
33
34
35
36
37
CB

Purchased Water Expense per Company
Staff Adjustment to eliminate portion of expense not used and useful
Adjusted Purchased Water Expense $
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CHAPARP.AL CITY WATER COMPANY, INC.
Docket No. W-02113A-07~0551
Test Year Ended December 31, 2006

Schedule MEM-16

OPERATING INCOME ADJUSTMENT #3 . DEPRECIATION EXPENSE

LINE
no. DESCRIPTION

[Al
COMPANY
PROPOSED

[5]
STAFF

ADJUSTMENTS

IC]
STAFF

RECOMMENDED

1 DepreciationExpense $ 1,508,019 $ (BS,18B) s 1,521,831

Line
No. Description

Original Cos!
Amount

Depreciable
Amount

Pmiected
Rate Expense

Explanation of Adiustment:
Account

Plant In Service
301 Org anizalion s s

1,551,858
1,529,642

1,551,858
1,529,642 so,937

159,627 159,527 5,316

1 ,588,245
5,786,840
6,512,148

18,953,054
7,495,339
2,736,886
1 ,2z4,985

1 ,588,246
5,786,640
6,512,148

17,450,634
7,389,930
2,736,B66
1,224,985

198,531
192,695
144,570
349,013
246,085
227,981
24,soo

1,717,229
272,173
535,315

1,717,229
272,173
535,315

114,539
18.154

107,063

149,365 149,365 7,468

2
3
4
5
6
7
8
9

10
11
12
13
14
15
18
17
18
19
20
21
22
23
24
25
28
27
28
29

302
303
304
305
305
307
30B
309
310
311
320
330
331
333
334
335
336
339
340
341
342
MY
344
345
346
347
348

39,105 39,105
10e,54z

3,911
10,654

Franchises
Land and Land Rights
Structures 8. Improvements
Collecting & Impounding Reservoirs
Lakes, Rivers, Other Intakes
Wells and Springs
Infiltration Galleries and Tunnels
Supply Mains
Power Generation Equipment
Pumping Equipment
Water Treatment Plant
Distribution Reservoirs & Standpipes
Transmission 81 Distribution Mains
Services
Meters 8- Meter Installation
Hydrants
Backflow Prevention Devices
Other Plant & Misc. Equipment
Office Furniture & Equipment
Transportation Equipment
Stores Equipment
Tools, Ship & Garage Equipment
Laboratory Equipment
Power Operated Equipment
Communication Equipment
Miscellaneous Equipment
Other Tangible Plant

0.00%
0.00%
0.00%
3.33%
2.50%
2.50%
3.33%
6.87%
2.00%
5.00%

12.50%
3.33%
2.22%
2.00%
3.33%
B.33%
2.00%
s.e7%
6.67%
6.67%

20.00%
4.00%
5.00%

10.00%
5.00%

10.00%
10.00%
10.00%

30
31
32

s s s 1,701,415Subtotal General
Less: Non- depreciable Account(s) (LE)
Depreciable Plant (L30-L31) s

50,252,592
1 ,551,858

4B,700,734 $

48,750,305
1 ,551 ,Asa

47,19B,447

Adjusted
Aliocaiion

s

7.729

658
26,769

2a2,113

(37)
1,085

570,751
11,149
18,225

162
9,970
6,622

0.00%
o.co%
3.33%
0.00%
5.67%
6.67%

20.00%
5.00%

10.00%
5.00%

10.00%

72
38,069
2,230 Company Indie:

811
16

499

Home Office Plant Allocated

33 301 Organization
34 302 Franchise Cost and Other Intangible Plant
35 304 Structures a Improvements
36 311 Electric Pumping Equipment
37 339 Other Plant s. Misc. Equipment
38 340 Office Furniture & Equipment
39 341 Transportation Equipment
40 343 Tools, Ship a Garage Equipment
41 344 Laboratory Equipment
42 345 Power Operated Equipment
43 346 Communication Equipment
44

Company India

s $ 49,427
45
46

Subtotal General
Less: Non- depreciable Act:ount(s) (L33 and L34)
Depreciable Plant (L44-L45) s

875,469
34,013

841,456

47 Total Depreciable Plant andDepr. Expense before CIAC s 48,073,916 s 1,750,842

48
49
so
51

s 6,2BB,097
0.0364

17
F

Contributions-in-Aid-otConstruction (CIAC)
Composite Depreciation/Amortization Rate

Less: Amortization of CIAC (L48 x L49)
Depreciation Expense - STAFF [Col. (C), L49 - L50]

s
s

229,011
1,521,831
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CHAPARRAL CITY WATER COMPANY, INC.
Docket NO. w-02113A~07-0551
Test Year Ended December 31, 2006

Schedule MEM-17

OPERATING INCOME ADJUSTMENT #4 . MISCELLANEOUS EXPENSE

[B] [C] [D] IE]

LINE
NO. DESCRIPTION

Miscellaneous Expense
Totals

s

[A]
COMPANY

AS
FILED
1259,948
1 ,259,94B

STAFF STAFF TOTAL OF STAFF
ADJUSTMENT A ADJUSTMENT B ADJUSTMENTS
s 38,164 s (950) 37,214
$ 3B,164 s (950) $ 37,214

STAFF
RECOMMENDED

1,297,162
1,297,182s

[A]: Company Schedule B-2, Page 3 and B-3, Page 3 and below Line 26, ColumnC.
[B]: Testimony - MEM and belowcalculations and Line 48, Column E.
[C]: Testimony - MEM and below calculations andline 94, CofumnE.
[D]: Col [B] + Col [C]
[E]:Testimony - MEM and below Line 91, Column E.

34,557,114
Explanation of Staff Adiusment A

Total Allocation Pool per worksheet from CCWC
Subtract Membership dues that only benefit California
ratepayers and the dues used for lobbying listed below
Investor related expenses listed below

(251 ,538)
(1 ,040,585)

Adjusted allocation pool
Revised allocation factor

33,264,991
4.00% Samepercentage used to allocateGO plant.Discussed in

MEM Testimony.
Revised allocation of GO Expenses 1 ,33D,600

- 4 h - 1 n u

GO Expense Allocation DistributionbyAccount
Comnanv

853,799
43,252

237,614
68,137
79,634

1,292,436

Miscellaneous expense is being charged for all of this adjustmentbecause Rh

B880.21
BBB5.Z1
6980.00
6985.00
a7oo.oo

Staff
Adjustment A

25,507
- 1,277

7,016
2,012
2,351

38,164

ns is where the Company ma

Staff
Recommended

BB9,305
44,529

244,630
70,149
B1 ,9B5

1 ,330,600

De its last adjust went for the GO allocation.

List of Investor related expenses:
GL Acct

M
7031 .15 Printing Shareholder
7124.15 SuppliesShareholder
7134.15 OS Other Shareholder
7153.00 Postage Shareholder
B301.15 T&E TranShareholder
8301.16 T&E Tran Directors
8302.15 T8-EMealDirectors
8303.15 T&E Meal Shareholder
8303.13 T&E Meal Directors
8304.15 T&E Other Directors
B700.16 Other Misc -Directors Fee

TYE Account
Balance

93.342
2,696

29B,596
56,478
1 ,462
2,938

11,520
2,794
1,73B

404
5881817

1,04D,5B5Total Investor related expenses

1
2

3
4
5
6
7
8
g

10

11
12
13
14
15
16
17
18
19
20

21
22
23

24
25

26 As.G Other XFR
27 Cust Other XFR
28 A&G Labor XFR
29 Cust Labor XFR
30 Miscellaneous
31

32
33
34
35
36
37
CB
39
40
41
42
43
44
45
46
47
48

49
50
51
52
53
54
55
56
57
58
59
60
GO

62
so
54

Lis! of Membership dues that only befell California ratepayers and dues used for lobbying:
7061.00 Membership Dues Company:

NAWC - 19% lobbying ($119,2fJ2x19%)
California Water Association
California Waler Association
California Water Association
California Water Association
California Foundation
Calilomia Urban Water Cons
California Chamber of Commerce
Los Angeles Chamber of Commerce

Does not benefit CCWC
Does not benet CCWC
Does not benefitCCWC
Does not benet CCWC
Does not benet CCWC
Does notbenefitCCWC
Does not benefit CCWC
Does not benet CCWC

22,648
48,824
4B.B24
4B,824
4B,824
15,000
13,745
2.849
2,230

251 ,568

Explanation of Staff Adiusment B
Staff

AdiustmentB

65
66
67

ea Per Co.
69
70

71

response toMEM DR #1 .125, lobbyingexpenses of approximately $950 were included in dues
paid toInvestorOwned Water Utility Assocaition and WaterUtility Association of Arizona. s

s
950
950
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CHAPARRAL CITY WATER COMPANY, INC.
Docket No. W-02113A-07-0551
Test Year Ended December 31, 2006

Schedule MEM-18

OPERATING INCOME ADJUSTMENT #5 - Reversal of Company pro forma Adjustment #13,
Amortizing Additional CAP Allocation

LINE
no.
1

DESCRIPTION
Amortization of Additional CAP Allocation

[A]
COMPANY
PROPOSED
$ 64,000

[B]
STAFF

ADJUSTMENTS
$ (64,000)

[C]
STAFF

RECOMMENDED
$ _

References:
Col lA]; Company Schedule C-1
Col [B]: Col [C] - Col [A]
Col [C]: MEM Testimony
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CHAPARRAL caw WATER COMPANY, INC.
Docket No. W-02113A-07-0551
Test Year Ended December 31, 2006

Schedule MEM-19

OPERATING INCOME ADJUSTMENT #6 - Rate Case Expense

LINE
no. DESCRIPTION

[A]
COMPANY
PROPOSED

[B]
STAFF

ADJUSTMENTS

[C]
STAFF

RECOMMENDED

1 $ 144,871 $ (61,538) $ 83,333

References:
Col [A]: Company Schedeule C-1
Co! [B]: Col [C] - Col [A]
Col [C]: MEM Testimony - Normalized Rate Case Expense (/yrs.)

Per Company:
Remaining unrecovered rate case expense from the prior case
per Exhibit Shedule C-2, Page 5:

 ̀Current Estimated rate case expense per C-2, Page 5
154,613
280,000
434,613
144,871

Rate case expense was amortized in the prior rate
case, thus there is an unrecovered amount in the
test year but this will have been fully absorbed
by the time the rates for the current case
become effective so no recognition is warranted.

Amortizedover3 years

100,000

150,000

2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22

Per Staff:
Remaining unrecovered rate case expense from the prior case
is not recognized because the cost will have been fully
recovered by the time rates for this case become effective.
Remand case expenses per Company
Estimated current rate case expense based on the actual
billings of $75,032 through October, 20071
Noralized over 3 years as this has historically been
the Compares rate increase request frequency: 83,333



| l

CHAPARRAL CITY WATER COMPANY, INC.
Docket No. W-02113A-07-0551
Test Year Ended December 31, 2006

Schedule MEM-20

OPERATING INCOME ADJUSTMENT #7 - Normalization ofChemicals Expense

LINE
no. DESCRIPTION

[A]
COMPANY
PROPOSED

[B]
STAFF

ADJUSTMENTS

[C]
STAFF

RECOMMENDED

1 Normalization of Chemicals Expenses S 127,457 s (27,630) $ 99,827

2
3
4

Chemicals expenses - 2004
Chemicals expenses - 2005
Chemicals expenses - 2006

$ 68,210
105,814
127,457

5 Normalization of Chemicals Expenses - 3-Year Average $ 99,827

References:
Col [A]: Company Schedeule C-1
Col [B]: Col [C] - Col [A]
Col [C]: Normalized Chemicals Expense Col [C] L5.

Chemicals for 2007 are $88,968. Two invoices were dated in 12/2006 for the test year.
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CHAPARRAL CITY WATER COMPANY, INC.
Docket No. W-02113A~07-0551
Test Year Ended December 31, 2006

Schedule MEM-21

OPERATING INCOME ADJUSTMENT #8 - Repairs and Maintenance

LINE
NO. DESCRIPTION

[A]
COMPANY
PROPOSED

[B]
STAFF

ADJUSTMENTS

[C]
STAFF

RECOMMENDED

1 Repairs and Maintenance Expense $ 104,609 $ (19,018) $ 85,591

References:
Col [A]: Company Sdwedule C-1
Col [B]: Co! [C] - Col [A]
Col [C]: MEM Testimony

E x p l a n a t i o n o f  S t a f f A d i u s t m e n t -  T o  N o r m a l i z e
R&M - 2004
R&M - 2005
R&M - 2006
Staff recommended R & M expense - Normalized.

96,152
72,640

104,609
91 ,134

Explanation of Staff Ad[ustment - To Remove the cost of Pepsi purchased as an employee benefit.

Payments to Pepsi Cola Company of Dallas

Normalized expense net of Pepsi.

$ 5,543

85,591
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CHAPARRAL CITY WATER COMPANY, INC.
Docket No. w-02113A-07-0551
Test Year Ended December 31, 2006

Schedule MEM-22

OPERATING INCOME ADJUS'l1VIENT #9 - Normalization of General Liability Insurance Expense.

LINE
no. DESCRIPTION

M]
COMPANY
PROPOSED

[B]
STAFF

ADJUSTMENTS

[C]
STAFF

RECOMMENDED

1 Nomlalization of Insurance - Genera! Liability Expense $ (1 ,294) $ 3,654 $ 2,350

2
3
4
5
6
7

$ 775
1 ,860

2003 Insurance - General Liability Expense
2004 Insurance - General Liability Expense
2005 Insurance - General Liability Expense
2006 Insurance - General Liability Expense
2007 Insurance - General Liability Expense

Normalization of Insurance - General Liability Expense - 5-Year Average $
9,167
2,360

References:
Col [A]: Company Schedeule C-1
Col [Br Col [C] - Col [A]
Col [C]: Normalized General Liability Insurance Expense Col [C] L5.

Claim paid for 2006 is $2,682 per CCWC response to DR 1.44.
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CHAPARRAL CITY WATER COMPANY, INC.
Docket No. W-02113A-07-0551
Test Year Ended December 31, 2006

Schedule MEM-23

OPERATING INCOME ADJUSTMENT #10 -Outside Services Expense

LINE
no. DESCRIPTION

M]
COMPANY
PROPOSED

[B]
STAFF

ADJUSTMENTS

[C]
STAFF

RECOMMENDED

Outside Services Expense
Expensed plant
Late Filing Penalty for 2005 ACC Annual Report
Rate case expense for appellate court

s 266,544 $

s 266,544 $

(37,673)

(45)
(330)

(38,048) $

256,544
(37,673)

(45)
(330)

228,496

References:
Column A:
Column B:
Column C:

Company Schedule C-1
Testimony, MEM, Company Data Request Responses MEM 8.1, MEM 16.2
Column [A] + Column [B]

Acct. NO.
304-Struct & Impwmnts
304-Struct & Impwmnts
304-Struct & Impwmnts - See (A) below.

PLANT COSTSREMOVED FROM OUTSIDE SERVICES (MEM 8.1 )
Description
New irrigation installation
Installation of 30' x 6' fencing w/panels
Professional survey for new fence line

Total for Structures and improvements

Amount
$ 2,500.00
$ 4,375.00
s 4,715.00
$ 11,590.00

311 - Elem Pumping Equip
311 - Elem Pumping Equip
311 - Elem Pumping Equip

Recondition motor
Removal & repair of pump
Removal & repair of motor and pump
Total for Electric Pumping Equipment

$
s
$
$

7,448.00
5,512.62

13,122.67
26,083.29

Totalexpensed plant S 37,673.29

1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35

DISALLOWED COSTS REMOVED FROM OUTSIDE SERVICES (MEM 8.1 )
Type of Documentation Description
Check request - See (B) below, Penalty for late clingACC report
Invoice Rate case expense for appellate court

Total Disallowed Costs

Amount
$
$
$

45.00
330.00
375.00

(A)
(B)

Fee paid to Morrison, Maierle, Inc. for property line surveying services that is a one-time expenditure.
Late filing penalty for 2005 Annual Report to the AZ Corporation Commission
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CHAPARRAL CITY WATER COMPANY, INC.
Docket No. W-02113A-07-0551
Test Year Ended December 31, 2006

Schedule MEM-24

OPERATING INCOME ADJUSTMENT #11 - Water Testing Expense

L\NE
no. DESCRIPTION

VS
COMPANY
PROPOSED

[B]
STAFF

ADJUSTMENTS

[C]
STAFF

RECOMMENDED

1 Normalization of Water Testing Expense per MSJ $ 43,458 $ (17,820) $ 25,638

References:
Col [A]: Company Schedeule C-1
Col [B]: Col [C] - Col [A]
Col [C]: Normalized Water Testing Expense Col [C] LI .

/ |



LINE
no. Prove Tax Calculation

STAFF
AS ADJUSTED

STAFF
RECOMMENDED

I I

r

CHAPARRAL CITY WATER COMPANY, INC.
Docket No. W-02113A-07-0551
Test Year Ended December 31, 2006

Schedule MEM-25

OPERATING INCOME ADJUSTMENT #12 - Property Tax Expense

(C)

s $

$
$

$

$

$
$

1
2
3
4
5
B
7
8
g
10
11
12
13
14
15

Staff Adjusted Test Year Revenues - 2006
Weight Factor
Subtotal (Line 1 * Line 2)
Staff Recommended Revenue, Per Schedule MEM-1
Subtotal (Line 4 + Line 5)
Number of Years
Three Year Average (Line 5 / Line 6)
Department of Revenue Mutilplier
Revenue Base Value (Line 7 ' Line 8)
Plus: 10% of CWIP -
Less: Net Book Value of Licensed Vehicles
Full Cash Value (Line 9 + Line 10 - Line 11)
Assessment Ratio
Assessment Value (Line 12 * Line 13)
Composite Property Tax Rate (Per Company Schedule C-2, Page 3, Line 11

7,446,700
2

14,893,400
7,446,700

22,340,100
3

7,446,700
2

14,893,400
224,140
474,678

14,642,862
23.0%

3,367,858
7.7913%

s

7,445,700
2

14,893,400
9,181 ,965

24,075,365
3

8,025,122
2

15,050,244
224,140
474,678

15,799,706
23.0%

3,633,932
7.7913%

$
16
17

Staff Test Year Adjusted Property Tax (Line 14 * Line 15)
Company Proposed Property Tax

$ 262,400
295,813

$ (33,413)18

19
20
21

Staff Test Year Adjustment (Line 16-Line 17)

Property Tax - Staff Recommended Revenue (Line 14 * Line 15)
Staff Test Year Adjusted Property Tax Expense (Line 16)
Increase in Property Tax Expense Due to Increase in Revenue Requirement

$
$
$

283,131
262,400
20,731

ti

22
23
24

Increase to Property Tax Expense
Increase in Revenue Requirement
Increase to Property Tax per Dollar Increase in Revenue (Line19/Line 20)

$ 20,731
1,735,265
1.194666%
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CHAPARRAL CITY WATER COMPANY, INC.
Docket No. W-02113A-07-0551
Test Year Ended December 31, 2005

Schedule MEM-25

OPERATING INCOME ADJUSTMENT #13 - TEST YEAR INCOME TAXES

LINE
no. DESCRIPTION

[A]
COMPANY
PROPOSED

[B]
STAFF

ADJUSTMENTS

[C]
STAFF

RECOMMENDED

1 income Tax Expense $ 270,020 s 197,275 s 467,295

References:
Col [A]: Company Schedeule C-1
Co! [B]: Col [C] - Col [A]
Col [C]: Schedule MEM-2, Line 52.
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Line

CHAPARRAL CITY WATER COMPANY. INC.
Duck!! Na. w-02113A_q7,g551
To! Yalr Ended December 31, 2886

RATE DESIGN

Schaéule MEM-Z7
Page 1 of 2

Pu Mats: Sian Par Molar Size Pm Mau Sill

s
s
s
s
s

1o. oo
10.00
10.00
10.00
1o. oo

s
S
s
s
s

10.00
10.00
10.00
10.00
10.00

s
s
s
s
s

10.00
10.00
10.00
10.00
10.00

Per 1_ooo Gallons
Block

Na.
1 Monthlv Minimum
z 3/4-inch Meter
: l  1- inch Meter
4 11/2- inch Meter
s  2- inch Met er
6 3-inch Meter
7 4- in c h Meter
s  6- inch Met er
9 B-inch Meter
10 10- inch Meter
11 12-inch Meter
12
1: Fire Hydrants Basic Service
14
IS Fire Hydrants Used for irrigation
15
17 Monthly Service Charge for Fire Sprinkler
is 4-inch or Smaller Meter
is 6-inch Meter
to B-inch Meter
21 10-inch Meter
zz Larger than 10-inch Meter
pa
24
25 Gallons in the Minimum
25
27
pa Commodity Rates
29 (Resident ial,  Commercial, Industrial)
30
31 3/4-inch Meter Residential
32
ea

0 - 3,000 Gallons
3,001 .  9,000 Gallons
Over 9,000 Gallons

s
s
s

1.68
2. 52
3. 03

2.292
3.438
4.134

1 .as
2.92
a.a3

s
s

2. 52
3. 03

3.438
4 . 1 M

2.92
3.33

D to 24,000 Gallons
Over 24,000 Gallons

s
s

2. 52
3. 03

3.438
4.134

1 9 2
3.33

s
s

2. 52
3. 03

3.438
4 1 3 4

s
s
s

s
s

s
s

s
s

2.92
3. 33

34
35 3/4- inch Meter Commercial and Industr ial o to 9,000 Gallons
as Over 9,900 Gallons
37
ah 1-inch Meter.
39
40
M 1 1/2-inch Melon 0 lo 60,000 Gallons
42 Over 60,000 Gallons
43
44 2-inch Meter
45
i s
47 3-inch Meter

0 to 100_000 Gallons
Dver 100,000 Gallons

s
s

2. 52
3. 03

3.438
4.134 ..

2.92
3.33

0 Io 225,000 Gallons
Over 22s,000 Gallons

s
s

2. 52
3. 03

3.438
4.134

s
s

2.92
3.33As

49
so 4-inch Meter
51
52
so 6~inch Meter
so

o to 350,000 Gallons
Over 350,DDD Gallons

s
s

2. 52
3. 03

s
s
s

s
s

s
s

s
s

s
s

s
s

s
s

3.438
4 1 3 4

s
s

2.92
3.33

0 to 725,000 Gallons
Over 1z5,000 Gallons

s
s

2. 52
3. 03

s
s

3.438
4.134

s
s

2,92
3.33

0 to 1,125,000 Gallons
Over 1,125,000 Gallons

s
s

2. 52
3. 03

s
s

3.438
4.134

s
s

2.92
3.33

as
as B-inch Meter
57
CB
59 10-inch Meter
so
BI
so 12-indm Meier
SO

D to 1,500,900 Gallons
Over 1,500,000 Gallons

s
s

2. 52
3 0 3

3.438
4.134

s
s

2.92
3.33

o in 2,z50,000 Gallons
Over 2,250,000 Gallons

2. 52
3. 03

3.438
4.134

s
s

2.92
3.33

All Gill0l' \5

All Gal\ons

All Gallons

1.5s

1.56

2.52

2.52

s
s

s
s

s

s

s

s

3.438

3.438

3.438

3.438

2.15

2. 75

2.75

2.75Ali Gallons

s
s

s

s

s

s

s

s

s

s

Present
Rates

Company
Proposed

Staff
Recommended

s
s

25. 00
35.00

s
s

2s.oo
35.00

s
s

25.00
35.00

s 3 5 0 0
s 50.00
s 35.00

Cos!
s 2 5 0 0
s z5.oo
1.5% Per M
1.5% Per M

Refer to
above

charges

s 35.00 s 35.00
s 50.00 s s o n s
s 35.00 s 35. 0°

Cost Cost
s 25.00 s 25.00
s 25.00 s 25.00

on 1.5"/1 Per Mont 1.5% Per Month
on 1.5% Per Mont 1.5% Per Month

Refer to Refer to
above above

charges charges

64
es lnr iganiwaulk
Se
Ev Ere Hydrant I rr igat ion/Construct ion
as
as Standpipe (F ire Hydrants)
70
71 F ire Spr inklers
72
n
74 Service Charges
75 Establishment  of  Service:
16 Regular Hours
77 After Hours
pa Re-establishment of Servioe within Hz Months:
79 Monthly Minimum t imes Months Disconnected
he From the Waker System [Per ACC Rule 14-2-403(D)]
so Reconnect ion of  Service (Delinquent):
oz Regular Hours
as After Hours
et Water Meter Test (If Cuw1'e¢t)
as Water Meter relocation as Customer Request [Per ACC Rule 14-2-405(B)]
Se Meter ReRead (I f  Correct)
al NSF  Check Charge
ah Late Fee Charge
as Deferred Payment  F inance Charge
90 Service Call - After Hours [Per ACC Rule 14-2~403(D)]
91
92
so Deposit  Requirements Resident ial
94 Deposit  Requirements Nert~Residential
as Deposit  interest
98
97 "
B !
as ° "

Residential - two times the average bill.  Non-resident ial .  two and oneMlf times the est irna!ed maximum bill.

.tr

Interest per [Per ACC Rule 14-2-403(B)]
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CHAPARRAL CITY WATER COMPANV_ INC.
Docks! Na. w-cz113A-0740551
Test YearEndedDecunbef 31, zoos

ScheduleMEM~Z7
Page 2 of 2

- n

0ivi
-s»
sum:
on11

inn*
-4

:U

sown
a v 1 v :

o f I l

* I I I

* o u 9

NONE

Present
Service Line

Charge

Present
Meter

Installation
Charge

Total
Present
Charge

Proposed
Service Ume

Charge

Proposed
Meter

Installation
Charge

(ll
Total

Proposed
Charge

Stafl
Proposed

Service Line
Charge

Staff
Proposed

Meter
Installation

Charge

Staff
Total

Proposed
Charge

s 385.00
s 385.00
s 435.00
s 410.00
s 630.00
s 630.00
s B05.00
s B45.00
s 1.17000
s 1,230.00
s 1,730.00
s 1,770.00

AcCost

s 135.00
s 215.00
s 255.00
s 46500
s 955.00
s 1,590.00
s 1_470,00
s 2,265.00
s 2,350.00
s 3,245.00
s 4,545.00
s 5,250.00

At Cost

s 520.00
s 600.00
s 690.00
s 935.00
s 1,595.00
s 2,320.00
s 2,275.00
s 3,110.00
s 3,520.00
s 4,475.00
s 6,275.00
s 8,050.00

AcCost

s 38500
s 385.00
s 435.00
s 470.00
s 630.00
s 630.00
s B05.D0
S B45.00
s 1,170.00
s 1,230.00
s 1,730.00
s 1,770.00

AtC4Jst

s 135.00
$ 215.80
s 255.00
s 455.00
s 965.00
s 1,69000
s 1,470.00
s 2,255.00
s 2,350.00
s 3,245.00
s 4,545.00
s 8128080

Ancosx

s 520.00
s 600,00
s 690.00
s 935.00
s 1,595.00
s2,320.00
s2_27s.00
s 3,110oo
s3,520.00
$4,475.00
s 6,275.00
s B,050,gg

AlCost

s 385.00
s 385.00
s 435.00
s 47000
s 530.00
s 63000
s 505.00
s 845.00
s 1,170.00
s 1,230.00
s 1,730.00
s 1,770.00

At Cost

s 135.00
s 215.00
s 255.00
s 455.00
s 955.00
s 1,590.00
s 1,470.00
s 2,265.00
s 2,350.00
s 3,245.00
s 4,545.00
s 8,280.00

Al Cost

s 520.00
s 600.00
s  s e a m
s 935.00
$1,595.00
s2,320.00
s2,275.00
s3,110.00
s 3,520,00
$4,475.00
s5,275.00
s8,050.00

AS Cos!

As meters and service line are now taxable income for incomepurposes, the Companyshall coiledincome taxes on the meter and service line
charges. Any lax collected will berefunded each year as the meterdeposit is refunded. ..

NONE NONE NONE

lm Off-site Facilities Hook~up Fee:
101 5/8 x 3/4-inch Meter S 1,0CD,D0
we 3/4-inch Meter s 1,500.00
183 1-inch Meter S 2,500.00
104 11/2-inch Meter s 5,00D00
1115 2-inch Meter S B,00D00
ws 3-inch Miler S 16,000.00
1o1 4»inch Meter S 25_000.00
10a 6~inch or Larger Meter S 5D.000.0D
109
110 '°"' The fee shall be variable, fixed on January 1 of each calendar year, computed by dividing 8369,40450 by the
111 number of hook-ups during the previous calendar year, however, in no event shall the hook-up fee be higher than
112 $1,090 nor less than $500.
113 2006 filing - New water installations. May be assessed only once per parcel, service connection, or lot within a
114 subdivision. Purpose is to equitably apportion the costs of consuming additional off-site facilities to provide water production,
115 delivery, storage, and pressure among all now service connections.
116
117 CAP Hook-up Fee:
Na New water installations. May be assessed only once per parcel, service comedian, or lot within a
119 subdivision. Purpose is to recover the costs of additional 1,931 a.1. of CAP allocation. Fee will be
120 recomputed annually to take into account carrying costs al unrecovered balance and annual payment
121
122
12a
124
12s
126 Meter and Service Line Installation Charges
121 5/8 x 3/4~ind'l Meter
12s 3/4-inch Meter
129 1-inch Meter
1:10 11/2-inch Meter
131 2-inch Turbine Meter
132 2-inch Compound Meter
133 3-ind'1 Turbine Meter
1a4 3-ind1 Compound Meter
135 4-inch Turbine Meter
135 4-inch Compound Meter
1:7 6-inch Turbine Meter
baa 6-ineh CompoundMeter
1:49 8-inch or Larger
140
141 Ii)
142
143
144
145 IN ADDITION TO THE COLLECTION OF REGULAR RATES, THE IJTILITV WILL COLLECT FROM IT CUSTOMERS A PRDPORTIONATE SHARE
14s OF ANY PRIVILEGE, SALES,USE, AND FRANCHISE TAX PER COMMISSION RUE 14-2-409D(5).
147
14s ALL ADVANCES AND/QR CONTRIBUTIONS ARE TO INCLUDE LABOR, MATERIALS, DVERHEADS, AND ALL APPLICABII TAXES, INCLUDING
149 ALL GROSS-UP TAXES FOR INC:OME TAXES, IF APPLICABLE
1st



Average Usage

Average Usage

Consumption

Gallons

Median Usage

CHAPARRAL CITY WATER COMPANY, INC.
Docket No. W.02113A-07-0551
Test Year Ended December 31 , 2006

Company Proposed

Median Usage

Staff Recommended

Present

Gallons

Rates

s,soo

a,4so

a,45o

s,soo

Present & Proposed Rates (Without Taxes)
General Service 3/4-Inch Meter

Typical BIII Analysis
General Service 3/4-Inch Meter

Company
Proposed

Present
Rates

Rates

24.94

32.37 s

32.37 s

24.94

lnaease

Proposed
Rates

44.16

34.03

recommended
Rates lnaease |

s

snarf
Recommended

w

Dollar
lnaease

11.79

9.09

';_

*:~..
... g

46 !@ ;* »'.a» .

1
24

Schedule MEM-28 _

Percent
Increase

»w»»

36.43%

36.41%

an ='»;,.
l a

4.

#3 K
* f

.,v.

$4
I*4

•

1 ,too
2.000
3,000
4,000
s,00o
5,500
s,000
7.000
a,000
9,000
B,450

10,000
11 ,000
12.000
13,000
14,000
15,000
16,000
17.000
18,000
19,000
20,000
25.000
a0,000
35,000
40,000
45.000
50,000
15,000

100,000

s 1a.so
15.2B
16.98
18.64
21.16
23.68
24.94
25.20
2B.72
31 .24
33.76
32.37
35.79
39,82
42.85
45.88
48,91
51.94
54.97
58.00
61 .03
64.06
67.09
82.24
97.39

112.54
127,59
142.84
157.99
233.74
309.49

s

s

s

18.56
20.85
23. 14
25.44
28.87
32.31
34.03
35.74

_ 39.1 a
42.62
46.05
44 .1 B
50.19
54.32
as .45
62.59
86.72
70.86
74.99
79. 12
83.26
87.39
91 .53

112.20
132.87
153.54
174.21
194.88
215,55
318.90
422.25

36.47%
36.47%
36.46%
36.46%
36.45%
36.44%
36.43%
36.43%
36.42%
36.41 "A
36.41 %
36.41 %
36.41 %
36.41 %
36.42%
36.42%
36.42%
36.42%
36.42%
36.42%
36.42%
36.42%
36.42%
36.43%
36.43%
36,43%
36.43%
36.43%
36.43%
36.43%
36.43%

s

s



LINE
no.

CUSTOMER
CLASS

CURRENT RATES
AVERAGE MEDIAN

USAGE DOLLARS DOLLARSUSAGE

Residential 3/4"
Residential 1'
Residential 1.5"
Residential 2"
Residential 3"

Commerical 3/4"
Commerical 1"
Commerical 1.5"
Commerical 2'
Commerical 3"
Commerical 4"

Industrial 3/4"
Industrial 1"
Industrial 1.5"

irrigation 3/4"
Irrigation 1"
irrigation 1.5"
Irrigation 2"
Irrigation 4"
Irrigation 6"

Construction 3/4"
Construction 1'
Construction 2"
Construction 3"
Construction 4"

Fire Hydrant (Standpipe) 3"
Fire Hydrant (Standpipe) 4"

Fire Sprinkler 3/4"
Fire Sprinkler 1 '
Fire Sprinkler 1.5"

32.37
48.14

148.15
256.77
322.97

$
$
$
$
$

8,450
10,095
29,821
72,924
70,228

43.94
67.83

165.69
245.34
233.07
696.09

$
$
$
$
$
$

11 ,528
17,907
47,736
68,389
34,550

186,146

153.65
217.68
132.57

$
$
$

5,375

8,000

$
$
$
$
$
$

16,732
41,781
76,173

116,346
1,813,070
5,451,042

39.70
87.88

164.23
254.50

3,055.39
8,957.63

15-10
41.11

129.16
427.83
374.42

$
$
$
$
$

959
11 ,803
35,000

180,662
94,500

$
$

211.82
1,529.63

25,121
515,917

3
63
28

10.01
10.15
10.07

$
$
$

24.94
99.58
303.58
303.58
355.16

$
$
$
$
$

5,500
7,500
21,500
91,500
83,000

24.94
36.56
79.42
127.18
174.98
427.34

$
$
$
$
$
s

4,501
5,500
13,500
21,500
11,500
79,500

3,500 13.60
22.70
45.50

$
$
s

$
$
$
$
$
$

8,500
15,500
24,500
63,000
157,000

1,312,000

26.86
46.88
83.62
171.28
471.92

2,500.72

13.60
40.64
165.04
175.42
392.36

$
$
$
$
$

11 ,500
59,000
19,500
106,000

$
$

9,500561,500 169.94
1,541.98

10.00
10.00
10.00

$
$
$

1 *s

CHAPARRAL CITY WATER COMPANY
Docket No. W-02113A-07-0551
Test Year Ended December 31, 2006

Schedule MEM-29

TYPICAL BILL ANALYSIS AVERAGE AND MEDIAN COST COMPARISONS
Page 1 Of 3

1
2
3
4

5
6
5
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

26
27
28
29
30
31
32
33
34
35



LINE
no,

CUSTOMER
CLASS

COMPANY PROPOSED RATES
AVERAGE MEDIAN

USAGE DOLLARS DOLLARSUSAGE

1
2
3
4
5
5
5
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35

Residential 3/4"
Residential 1"
Residential 1.5"
Residential 2"
Residential 3"

Commerical 3/4"
Commerical 1"
Commerical 1.5"
Commerical 2"
Commerical 3"
Commerical 4"

Industrial 3/4"
Industrial 1
Industrial 1.5"

Irrigation 3/4"
Irrigation 1 '
Irrigation 1 ,5"
Irrigation 2"
Irrigation 4"
Irrigation 6"

Construction 3/4"
Construction 1"
Construction 2"
Construction 3"
Construction 4"

Fire Hydrant (Standpipe) 3"
Fire Hydrant (Staridpipe) 4"

Fire Sprinkler 3/4"
Fire Sprinkler 1"
Fire Sprinkler 1.5"

44.17
65.68

202.13
350.32
440.65

$
$
$
$
$

8,450
10,095
29,821
72,924
70,226

s
$
$
$
$
s

59.95
92.53

236.07
334.73
317.99
949.71

11 ,528
17,907
47,736
68,389
34,550

1B6,146

$
$
$

209.64
296.99
190.73

5,375

a,000

$
$
$
$
$
$

16,732
41,781
76,173

116,346
1,813,070
5,451 ,042

76.08
174.61
333.83
499.61

6,543.07
19,360.15

21 .86
71 .55

223.38
820.33
634.63

$
$
$
$
$

959
11 .803
36,000

180,662
94,500

$
$

289.01
2,086.90

26,121
516,917

3
63
28

10.01
10.22
10.10

$
$
$

$
$
$
$
$

5,500
7,500
21 ,500
91,500
83,000

34.03
145.87
414.19
414.19
484.56

$
$
$
$
$
$

4,501
5,500
13,500
21,500
11,500
79,500

34.03
49.88
118.36
173.53
238.75
583.06

3,500 18.56
30.97
71.95

$
$
$

47.78
84.26
156.18
316.20
849.51

5,130.13

$
$
s
$
$
$

a,500
15,500
24,500
63,000
157,000

1,312,000

s
$
$
$
$

18.56
70.51
302.45
266.25
674.17

11 ,500
59,000
19,500
106,000

$
$

231.87
2,240.18

9,500
551,500

10.00
10.00
10.00

$
$
$

CHAPARRAL CiTY WATER COMPANY
Docket No,W~02113A-07-0551
Test Year Ended December 31, 2006

Schedule MEM-29

Page 2 Of 3



LINE
no.

CUSTOMER
CLASS

STAFF RECOMMENDED RATES
AVERAGE MEDIAN

DOLLARSUSAGE USAGE DOLLARS

1
2
3
4
5
6
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35

Residential 3/4"
Residential 1"
Residential 1.5"
Residential 2"
Residential 3"

Commerical 3/4"
Commerical 1"
Commerical 1.5"
Commerical 2"
Commerical 3"
Commerical 4"

Industrial 3/4"
industrial 1 '
Industrial 1.5"

irrigation 3/4"
Irrigation 1"
Irrigation 1.5"
Irrigation 2"
Irrigation 4"
Irrigation S"

Construction 3/4"
Construction 1 '
Construction 2"
Construction 3"
Construction 4"

Fire Hydrant (Standpipe) 3"
Fire Hydrant (Standpipe) 4"

Fire Sprinkler 3/4"
Fire Sprinkler 1 '
Fire Sprinkler 1.5"

36.46
54.48

164.08
289.94
355.06

$
s
$
$
$

8,450
10,095
29,821
72,924
70,226

49.70
77.29

187.39
276.70
250.89
773.55

$
$
s
$
$
$

11,528
17,907
47,736
68,389
34,550

186,146

170.27
242.90
148.89

$
$
$

5,375

8,000

63.86
147.00
270.43
416.73

5,524.16
16,377.04

s
s
$
$
$
$

16,732
41,781
75,173

116,346
1,813,070
5,451,042

17.80
59.46

153.12
604,53
425.94

s
$
$
$
$

959
11 ,803
36,000

180,662
94,500

$
$

226.27
1 ,739.40

26,121
516,917

3
63
28

$
$
$

10.01
10.18
10.08

27.85
110.78
344.18
344.18
392.36

$
$
$
$
$

5,500
7,500
21 ,500
91,500
83,000

28,14
41.06
87.42
139.78
183.58
462.14

$
$
$
$
$
$

4,501
5,500
13,500
21,500
11,500
79,500

3,500 15.00
25.00
48.00

$
$
$

39.82
70.26
119.54
260.96
688.44

4,291.04

$
$
$
$
$
$

8,500
15,500
24,500
63,000
157,000

1,312,000

$
$
$
$
5

15.00
58.58
220.28
133.94
459.52

11,500
59,000
19,500
106,000

$
$

177.74
1 ,859.58

9,500
561,500

s
s
$

10.00
10.00
10.00
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EXECUTIVE SUMMARY
CHAPARRAL CITY WATER COMPANY, INC.

DOCKET no. W-02113A-07-0551

The surrebuttal testimony of Staff witness Marvin E. Millsap responds to various parts of Mr.
Hanford's and Mr. Bourassa's rebuttal testimonies. Staff is malting one change to the
recommendations presented in its direct testimony.
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Sunebuttal Testimony of Marvin E. Millsap
Docket No. W-02113A-07-0551
Page 1

1 INTRODUCTION

2 Q-

A.3

4

Please state your name, occupation, and business address.

My name is Marvin E. Millsap. I am a Public Utilities Analyst W employed by the

Arizona Corporation Commission ("ACC" or "Colnmission") in the Utilities Division

("StafF'). My business address is 1200 West Washington Street, Phoenix, Arizona 85007.5

6

7

8

9

10

Q- Are you the same Marvin E. Millsap who filed direct testimony in this case?

Yes I am.

Q-

11

12

13

14

What is the purpose of your surrebuttal testimony in this proceeding?

The purpose of my surrebuttal testimony in this proceeding is to respond to the

Company's proposed surcharge allowing Chaparral City Water Company, Inc. ("CCWC")

to collect the additional revenues not collected during the time period of the Appeal and

Remand process authorized by Decision No. 70441. Further, to respond to Company

witnesses Mr. Hanford and Mr. Bourassa rebuttal testimonies.

Q-

A.

What is the dollar amount the Company requested in its tariff filing?

$51,542.00.

15

16

17

18

19

20

21

Q-

22

23

A.

A.

A.

Does Staff agree with the amount requested?

No. Staff calculates that the in-recovered balance of additional revenues resulting Hom

the remand decision is $38,562 ($36,396 plus interest of $2,l66) through December 1,

2008, Staff calculates the accumulated interest on $36,396 to be $2,166.
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1 Q- How many thousands of gallons of water were sold in 2007 per CCWC's annual

2

3

report?

2,005,550.

4

5

6

Q- What is Staffs recommended surcharge amount?

The surcharge should be $019228 per thousand gallons sold until the $38,562 has been

collected in full.7

8

9

10

11

Q-

12

RESPONSE TO MR. HANFORD'S REBUTTAL TESTIMONY

Has Staff reviewed Mr. Hanford's rebuttal testimony concerning StamPs

recommendation that all of the proceeds from the Settlement with the Fountain Hills

Sanitation District ("FHSD") be allocated to the ratepayers?

13 Yes.

14

15

16

Q- Does Staff agree with Mr. Hanford's rebuttal testimony?

No.

Q- Is Staffs recommendation consistent with prior Commission decisions?

Every case that comes before the Commission is different and is considered upon the

merits, facts and circumstances related to that case and that case alone.

17

18

19

20

21

22

23

Q- Did CCWC seek Commission guidance on how the settlement proceeds should be

treated?

24

A.

A.

A.

A.

A.

A. No.



5

Surrebuttal Testimony of Marvin E. Millsap
Docket No. W-02113A-07-0551
Page 3

1 Q-

2

3 A.

4

5

Please respond to Mr. Hanford's rebuttal testimony that "The bottom line appears

that Mr. Millsap cannot explain the basis for his explanation". ("Hanford Rb") at 9.

Mr. Millsap's recommendation for rate case expense is based on the classification of the

utilities involved and also mentions other water companies in Arizona so this is a

mischaracterization of Mr. Millsap's response to CCWC's data request.

6

7 Q-

8

9

10

11

12

Please respond to Mr. Hanford's rebuttal testimony that "For one thing, Staff

bombarded us with discovery in this rate case, serving more than 300 data requests

(counting subparts)". ("Hanford Rb") at 9.

Staff has an obligation to the Administrative Law Judge, and the Commission expects,

Staff to perform adequate analysis and review in order for it to make appropriate

recommendations. There are no rules or regulations that limit the amount of discovery. In

13 the instant case many follow-up questions were required.

14

15 Q»

16

What is the Company's position concerning rate case expense?

That it should be amortized.

17

18 Q-

19

What is the Staffs position concerning rate case expense?

Staff believes that it should be normalized.

20

21 RESPONSE TO MR. BOURASSA'S REBUTTAL TESTIMONY

22 Q- Has Staff reviewed Mr. Bourassa's changes in CCWC's revenue requirement

23 outlined in his rebuttal testimony" ("Bourassa Rb") at 1-3.

24 A.

A.

A.

A.

Yes.
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1 Q-

2

Does Staff agree with Mr. Bourassa's changes?

No, Staff believes that a fifty-fifty sharing of the settlement proceeds is not appropriate.

3

4 Q- Has Staff reviewed Mr. Bourassa's rebuttal testimony "However, Staff understates

5 its adjustment to accumulated depreciation for transportation equipment"?

6 ("Bourassa Rb") at 11.

7 Yes.

8

9 Q- Does Staff agree with Mr. Bourassa's rebuttal testimony?

10 No, CCWC's response to data request MEM-7.5 lists the original cost and accumulated

11

12

depreciation for each vehicle, which totals $43,666.60 rather than equals the original cost

of $274,001 as would be the case if these vehicles were fully depreciated.

13

14 Q-

15

16

17

Has Staff reviewed Mr. Bourassa's rebuttal testimony that "... I computed

amortization (referring to the FHSD settlement proceeds) for 2005 and 2006 using a

half-year convention, whereas Staff computed amortization for 2005 and 2006 using

a full-year convention"? ("Bourassa Rb") at13.

18 Yes.

19

20 Q- Does Staff agree with Mr. Bourassa's rebuttal testimony?

21 No. The half-year convention is appropriate for current year additions to asset classes in

22

23

24

25

26

A.

A.

A.

A.

A.

which the exact acquisition date is either not known or if it is convenient to just assume

that all additions were at mid-year on the premise that half of the cost occurred before and

half after mid-year so the average depreciation or amortization would be the same as

computing it from the actual acquisition date. This is not appropriate for the FHSD

settlement payment because there is only one date involved - the date the proceeds were
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1

2

3

received. Since the proceeds were received early in February of 2005, Staff began

amortization from January 1$\, which increased the amortization for 2005 by $12,667 more

than it would have been if February 1st had been used, but had no 2006 test year effect.

4

5 Q~ Has Staff reviewed Mr. Bourassa's rebuttal testimony statement: "Is Staff's

6 depreciation expense different than the company's?" ("Bourassa Rb") at 16.

7 Yes.

8

9 Q.

10

11

12

Does Staff agree with Mr. Bourassa's rebuttal testimony?

Staff agrees that this difference is attributable to the 2.8 percent General Office Plant

allocation rather than the 4.0 percent used by Staff, which it still considers to more

appropriately match test year revenues, operating expenses and plant.

13

14 Q- Has Staff reviewed Mr. Bourassa's rebuttal testimony concerning Staff's

15 adjustments to normalize chemicals, repairs and maintenance and insurance

16

17

expenses? ("Bourassa Rb") at 31 -32.

Yes.

18

19 Q-

20

21

22

Does Staff agree with Mr. Bourassa's rebuttal testimony?

No. Normalizing is a basic ratemaldng principle. Its purpose is to make the test year as

normal as possible for the purpose of setting rates that are just and reasonable for the

ratepayers and investors.

23

24 Q. Has Staff reviewed Mr. Bourassa's rebuttal testimony concerning Staff's

25 adjustments to normalize insurance expense?

26 A.

A.

A.

A.

A.

Yes.
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1 Q-

2

What does Staff recommend regarding insurance expense?

Staff recommends that the negative $1,294 be used for the test year instead of a

3 normalized amount.

4

5 Q- Has Staff reviewed Mr. Bourassa's rebuttal testimony concerning Staffs

6 adjustments to normalize chemicals expense?

7 Yes.

8

9 Q- Does Staff agree with Mr. Bourassa's rebuttal testimony?

10 No.

11

12 Q- Has Staff reviewed Mr. Bourassa's rebuttal testimony concerning Staff 's

13 adjustments to normalize repairs and maintenance expense?

14 Yes.

15

16 Q- Does Staff agree with Mr. Bourassa's rebuttal testimony?

17 No.

18

19 Q- Does this conclude your surrebuttal testimony?

20

A.

A.

A.

A.

A.

A.

Yes, it does.
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LINE
no.

CUSTOMER
CLASS

CURRENT RATES
AVERAGE MEDIAN

DOLLARSUSAGE DOLLARSUSAGE

Residential 3/4"
Residential 1"
Residential 1.5"
Residential 2"
Residential 3"

Commerical 3/4"
Commerical 1"
Commerical 1.5'
Commerical z"
Commerical 3"
Commerical 4"

Industrial 3/4"
Industrial 1"
Industrial 1.5"

Irrigation 3/4"
irrigation 1"
Irrigation 1.5"
lnrigation 2"
Irrigation 4"
Irrigation e"

Construction3/4"
Construction 1"
Construction 2"
Construction 3"
Construction 4"

Fire Hydrant (Standpipe) 3"
Fire Hydrant (Standpipe)4"

Fire Sprinkler3/4"
Fire Sprinkler 1"
Fire Sprinkler 1.5"

$
$
$
$
$

8,450
10,095
29,821
72,924
70,226

32.37
48.14
148.15
256.77
322.97

s
$
$
$
$
$

11,528
11,907
47,736
68,389
34,550
1a6,146

43.94
67.83
165.89
245.34
233.07
696.09

$
$
$

5,375

8,000

153.65
217.88
132.57

$
s
s
$
$
$

16,732
41,781
76,173
116,345

1,813,070
5,451,042

39.70
87.88
164.23
254.50

3,055.39
8,957.63

$
$
$
$
$

959
11,803
36,000
180,562
94,500

15.10
41.11
129.16
427.83
374.42

$
$

26,121
516,917

211.82
1,529.63

3
63
28

$
$
$

10.01
10.16
10.07

24.94
41 .60
99.58

303,58
855.16

5,500
7,500
21,500
91,500
83.000

$
$
$
$
$

$
s
$
$
$
$

4,501
5,500
13,500
21 ,500
11 ,sao
79,500

24.94
36.56
79.42

127.18
174.90
427.34

3,500 $
s
$

18.60
22.70
45.50

26.86
46.88
83.62
171.28
471.92

2,500.12

$
$
$
$
$
$

8,500
15,500
24,500
63,000
151,000

1,312,000

13.60
40.64
165.04
176.42
392.36

$
s
$
$
$

11 ,500
59,000
19,500

106,000

$
s

9,500
561 ,500

169.94
1,641 .98

10.00
10.00
10.00

$
$
s
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1
2
3
4
5
6
6
7
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g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
2G
27
28
29
30
31
32
33
34
35
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LINE
no.

CUSTOMER
CLASS

COMPANY PROPOSED RATES

AVERAGE MEDIAN

USAGE DOLLMRS DOLLARSUSAGE

1
2
3
4
5
e
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35

Residential 3/4"
Residential 1"
Residential 1.5"
Residential 2"
Residential 3"

Commerical a/4"
Commerical 1"
Commerical 1.5"
Commerical 2"
Commerical 3"
Commerical 4"

Industrial 3/4"
Industrial 11
industrial 1.5"

Irrigation 3/4"
lrrigalion 1"
ln'igation 1.5"
irrigation 2"
Irrigation 4"
irrigation 6"

Construction 3/4"
Construction 1"
Construction 2"
Construction 3"
Construction 4"

Fire Hydrant (Standpipe) 3"
Fire Hydrant (Standpipe)4"

Fire Sprinkler 3/4"
Fire Sprinkler 1"
Fire Sprinkler 1.5"

$
s
$
s
$

44.17
65.68

202.13
350.32
440.65

a,450
10,095
29,821
72,924
70,226

$
s
$
$
$
$

11,528
17,907
47,736
68,389
34,550

1a6,146

59.95
92.53

236.07
33473
317.99
949.71

209.64
296.99
190.73

s
$
$

5.375

8,000

$
$
$
s
$
$

16,732
41,781
76,173

116,346
1,813,070
5,451,042

76.08
174.61
333.83
499.61

6,543.07
19,300.15

21.86
71.55

223.38
820.33
634.63

$
s
$
$
s

959
11,803
36,000

180.662
04,500

289.01
2 086.90

$
S

26,121
516,917

$
$
$

3
63
28

10.01
10.22
10.10

$
S
$
$
$

5,500
7,500

21,500
91,500
83,000

34.03
56.76

145.87
414.19
484.56

$
$
$
$
$
$

4,501
5,500

13,500
21 ,500
11,500
79,500

34.03
49.88

118.36
173.53
238.75
583.06

3,500 $
$
$

1 8 . 5 8
3 0 . 9 7
7 1 . 9 5

$
$
$
s
$
$

a , 5 0 0
1 5 , 5 0 0
2 4 , 5 0 0
6 3 , 0 0 0

1 5 7 , 0 0 0
1,312,000

4 7 . 7 8
8 4 . 2 6

1 5 6 . 1 8
3 1 6 , 2 0
8 4 9 . 5 1

5 , 1 3 0 . 1 3

$
$
s
$
$

1 1 , 5 0 0
5 9 , 0 0 0
1 9 , 5 0 0

1 0 5 , 0 0 0

1 8 . 5 6
7 0 . 5 1

3 0 2 . 4 5
2 6 6 . 2 5
6 7 4 , 1 7

$
s

231 .87
2,240.18

9 , 5 0 0
5 6 1 , 5 0 0

$
$
$

1 0 . 0 0
1 0 . 0 0
1 0 . 0 0

CHAPARRAL CITY WATER COMPANY
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LINE
no.

CUSTOMER
CLASS

STAFF RECOMMENDED RATES

AVERAGE MEDIAN

DOLLARSUSAGE DOLLARSUSAGE

1
2
3
4
5
6
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35

Residential3/4"
Residential 1"
Residential1.5"
Residential 2'
Residential 3"

Commerical 3/4"
Commerical 1"
Commerical 1.5"
Commerical2'
Commerical3"
Commerical4"

Industrial 3/4"
industrial 1"
Industrial 1.5"

Irrigation3/4"
irrigation 1"
irrigation 1.5"
irrigation 2"
irrigation 4"
irrigation 6"

Construction 3/4"
Construction 1"
Construction 2"
Construction 3"
Construction 4"

Fire Hydrant (Standpipe)3"
FireHydrant (Standpipe)4"

Fire Sprinkler3/4"
Fire Sprinkler 1'
Fire Sprinkler 1.5"

36.46
54.48

164.08
289.94
355.06

$
$
$
$
s

8,450
10,095
29,821
72,924
70,226

49.70
77.29

187.39
276.70
250.89
773.55

$
s
s
$
s
$

11,528
17,907
47,7ae
68,389
34,550

188,146

170.27
242.90
148.89

$
s
s

5,375

8,000

63.86
147.00
270.43
416.73

5,524.16
16,377.04

$
$
s
s
$
s

16,732
41,781
76,173

116,346
1,813,070
5,451,042

17.80
59,46

153.12
604,53
425.94

$
$
$
$
$

959
11,803
36,000

180,662
94,500

$
s

26,121
516,917

226.27
1 ,739.40

3
63
28

s
$
$

10.01
10.18
10.08

27.85
46.90

110,78
344.18
392.36

$
s
$
$
$

5,500
7,500

21,500
91,500
83,000

28.14
41.06
a7.42

139.78
183.58
462.14

s
$
$
$
$
$

4,501
5.500

13,500
21,500
11,500
79,500

3.500 15.00
25.00
48.00

$
$
$

$
$
$
$
$
$

39.82
70.26

119.54
260.96
688,44

4,291 .04

a,500
15,500
24,500
63,000

157,000
1,312,000

$
$
s
$
$

11,500
59,000
19,500

106,000

15.00
58.58

220.28
123.94
459.52

$
$

9,500
561,500

177.74
1 ,ss9.5s

10.00
10.00
10.00

$
$
$
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EXECUTIVE SUMMARY
CHAPARRAL CITY WATER COMPANY

DOCKET NO. W-02113A-07-0551

The direct testimony of Staff witness Gordon L. Fox addresses the following issuesl

Operating Income Calculation - Staff recommends that the Commission adopt a method of
calculating operating income that largely follows the method adopted in Chaparral City Water
Company, Inc.'s ("ChaparraI City" or "Applicant") remand proceeding (Decision No. 70441).
Staffs specific recommendation modestly refines the previously adopted method to more closely
follow financial theory and to symmetrically match the inflation components recognized in the
fair value rate of return ("FVROR") and fair value rate base ("FVRB").

Staff further recommends that the Commission reject the Applicant's proposal to calculate
operating income by multiplying the weighted average cost of capital ("WACC") by the fair
value rate base ("FVRB") for the same reason that method was rejected in Decision No. 70441 -
it overstates the impact of inflation resulting in rates that are not just and reasonable.
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1 1. INTRODUCTION

2 Q-

A;

Please state your name, occupation, and business address.

3

4

5

My name is Gordon L. Fox. I am a Public Utilities Analyst Manager employed by the

Arizona Corporation Commission ("ACC" or "Commission") in the Utilities Division

("Staff'). My business address is 1200 West Washington Street, Phoenix, Arizona 85007 .

6

7 Q.

8

9

10

11

Briefly describe your responsibilities as a Public Utilities Analyst Manager.

In my capacity as a Public Utilities Analyst Manager, I supervise analysts whose duties

include preparation of testimonies to provide the Commission with Staff recommendations

regarding rate base, operating income, cost of capital, rate design, securities issuance and

other financial regulatory matters.

12

13 Q. Please describe your educational background and professional experience.

14

15

16

17

18

19

20

I have eighteen years of regulatory utility auditing and rate analysis experience (15 years

at the Commission and 3 years at RUCO) and four years of experience with a cable TV

utility with responsibility for preparing and presenting rate applications before

jurisdictional authorities. I have master and bachelor degrees in Accounting, and I have

earned the following professional accounting and finance certifications: Certified Public

Accountant ("CPA"), Certified Management Accountant ("ClvIA") and Certified in

Financial Management ("COM").

21

22 Q- What is the purpose of your testimony in this case?

23

24

25

A.

A.

A. The purpose of my testimony is to present Staffs recommended method for calculating

the operating income for Chaparral City Water Company, Inc. ("Chaparral City" or

"Applicant") in this proceeding.
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l 11. OPERATING INCOME METHOD

2 Q.

3

4

5

6

7

8

9

10

11

Has the method for calculating operating income been a contentious issue in

Chaparral City's prior rate case?

Yes. In the Applicant's prior rate case, the Commission issued Decision No. 68176, dated

September 30, 2005, authorizing rates that included an operating income that was

determined in a manner consistent with many traditional similar decisions. That is, the

operating income was determined by multiplying the weighted average cost of capital

("WACC") by the original cost rate base. The resulting product was then divided by the

fair value rate base ("FVRB") to determine a fair value rate of return ("FVROR"). Under

this method, the operating income determined by multiplying the fair value rate base times

the fair value rate of return provides the same operating income as multiplying the WACC

12 by the original cost rate base.

13

14

15

16

Chaparral City objected to this method of calculating operating income, and it appealed

the Commission's decision to die Arizona Court of Appeals, arguing that the Commission

did not use the fair value of the Company's assets in determining its rates.

17

18 Q. What did the Arizona Court of Appeals conclude?

19

20

21

On February 13, 2007, the Arizona Com of Appeals issued a~Memorandum Decision,

affirming in part, vacating, and remanding Decision No. 68176 to the Commission for

further determination. The Arizona Court of Appeals found that the Commission did not

22 comply with Article 15, Section 14, of the Arizona Constitution when it set the

23 Company's rates based on original cost instead of the fair value of Chaparral City's

24

A.

A.
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1

2

3

4

property. However, the Arizona Court of Appeals pointed out that: "If the Commission

determines that the cost of capital analysis is not the appropriate methodology to

determine the rate of return to be applied to the Fair Value Rate Base ("FVRB"), the

Commission has the discretion to determine the appropriate rnethodology."1

5

6 Q.

7

Did the Commission conduct a remand proceeding and establish rates using a

different method of calculating operating income than the method used in Decision

8 No. 68176?

9 Yes. The Commission issued Decision No. 70441, dated July 28, 2008, finding a revised

10

11

operating income based on a method of calculating operating income that is different &om

the method used in Decision No. 68176.

12

13 Q. Please describe the method of calculating operating income adopted in Decision

14 No. 70441.

15

16

17

18

The Commission calculated the operating income by multiplying the FVROR times the

FVRB. The Commission used a FVRB that reflects a 50/50 weighting of the original cost

rate base ("OCRB") and the reconstruction cost new rate base ("RCND"). This issue was

not disputed by the parties.

19

20

21

22

23

By contrast, the method for determining the FVROR was in dispute. The Applicant urged

the Commission to apply the WACC to the FVRB. Both Staff and RUCO presented

various alternatives. The Commission adopted a FVROR based on the WACC modified to

reflect a 2.00 percent reduction to the cost of equity but not to the cost of debt as shown in

24 Table 1 below.

A.

A.

1 Arizona Court ofAppeals, Memorandum Decision, Page 13, Paragraph 17.
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Description Weight (%)
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Co st

Net
Cost

8

.

Debt 41.27°/ 5.1°/ 0.00</ 5.1% 2.11%
Equity 58.73/ 9.3 /o 2.00 /o 7.3% 4.29%
Total 100.00% 6.40%
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1 Table 1

2

3 I refer to this method as "Method One" going forward.

4

5 Q- How did Staff approach the determination of the fair value rate of return in this

6

7

8

proceeding?

In reading Decision No. 70441, Staff concluded that. the Commission had established

Method One as its fundamentally preened method at this time. This method uses the fair

9

10

11

value of property to determine operating income with no direct connection to the original

cost of the plant. Staff also interpreted the Cornlnission's decision to recognize that this

new method may benefit from refinements and dirt refinements were envisioned and

12 invited.

13

14 Q- Does Staff recommended method in this case largely follows Method One?

15

16

17

Yes. Staffs recommended fair value calculation of operating income in this proceeding

follows the general framework of Method One with some minor changes. Staffs method

is consistent with Method One in that it continues to use a FVRB that is the average of the

18

19

20

21

A.

A.

OCRB and the RCND, and it uses the fair value of property to determine operating

income with no direct connection to the original cost of the plant. Staffs method also

reduces the cost of capital for inflation. The mechanics of Staff" s the inflation adjustment

to the cost of capital reflect a refinement from Method One.
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I

1 Q- Why did Staff modify the mechanics of the inflation adjustment component of the

FVROR?2

q
D

4

5 Thus, the Commission

6

7

8

9

Decision No. 70441 states, "Although we believe that the cost of debt may reflect the

effects of inflation, we are not convinced that the evidence presented in this proceeding is

developed sufficiently to make that determination with certainty."2

elected not to reduce the cost of debt for inflation due to inadequacies in the record as

opposed to any conceptual deficiency. As discussed below, inflation is a widely

recognized component of the cost of debt. Accordingly, Staff recommends a FVROR that

includes an adjustment to remove the inflation component, i.e., an "accretion return" from

the cost of debt.10

11

12 Q. Is inflation widely recognized as a component of debt cost?

13 Yes. Recognition of inflation as a component of the cost of debt is ubiquitous in financial

14

15

16

17

18

19

literature. A review of financial references regularly used by Staff revealed no position

contradicting that inflation is a component of debt cost. To the contrary, the references

that discuss debt components are in unanimous agreement that inflation is a component of

debt cost. Dr. Erich A Helfert, a former faculty member at the Harvard Graduate School

of Business, in his popular book Techniques of Financial Analysis made the following

statement that caMes the effect of inflation on debt and other securities (i.e., equity):

A.

A.

z p. 36.
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1

2

3

4

5

"The risk-free return on a government bond does implicitly allow for the expected level of

inflation inasmuch as expectations about future inflationary conditions affect the yield

from such securities. When inflation abates, the yields decline - as dramatically occurred

in the mid-1980s and early 1990s. When inflation expectations rise, so do bond yields.

The same is true of yield from other financial instruments.

6

7

8

9

.... The spectrum of returns ranging Hom risk-free bonds to those

on speculative securities is also consistent in reflecting the effects

of inflation" 3

10

11 As Dr. Helfelt explained, inflation is a component of the returns for all debt and equity

12 securities.

13

14 Q-

15

Did Staff compile any empirical evidence to demonstrate the correlation between

inflation and the cost of debt?

16 Yes. Due to the lag between inflation and market responses realized as changes in the cost

17 of debt, the correlation between inflation and the cost of debt is best demonstrated

18 graphically. Chart 1 below presents the average of 5- and 10-year interest rates on U.S.

19 Treasuries and the Consumer Price Index A11 Urban Consumers (a commonly used

20 measure of inflation) for the years 1962 through 2007.

A.

3 Helfert, Erich A., Techniques of Financial Analysis. 1994. IRWIN. pp. 363-64.
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1 Chart 1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

The Chart shows a high correlation of interest rates with inflation.

Q-

21

22

23
4

1 1 1

24

A.

Do the mechanics of Staffs the inflation adjustment component differ fromMethod

One in any way other than that it reduces the cost of debt as well as the cost of

equity?

Yes. While Staff recommends removal of an inflation component firm the cost of equity

and the cost of debt, only half of the inflation component should be removed.
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1 Q-

2

3

4

5

6

7

8

9

10

11

12

13

14

Please explain why Staff recommends removing only half of the inflation component

fromcapital costs.

Method One uses a FVRB that is the average of the OCRB and the RCND. The OCRB

includes no inflation factor. Thus, if the inflation adjustment is made for the entire

inflation component of capital costs, the downward adjustment to the FVROR will be

greater than the upward inflation recognized in the FVRB for reasons other than market

forces. As a result of this lack of symmetry, when the FVROR is multiplied by the FVRB

to compute operating income, the calculation will be skewed downward. Removing only

half of the inflation component from the equity and debt costs maintains symmetry

between the FVROR and theFVRB while continuing to use a FVRB that is an average of

the OCRB and the RCND to maintain consistency with Method One. Staff witness Pedro

M. Chaves provides testimony on the calculation of the additional return required by

investors due to inflation. The importance of maintaining symmetry in the inflation

adjustment relative to the FVRB is better understood by recognizing the relationship

between the WACC and the FVROR.15

16

17

18

19

20

Q- What is the relationship between the WACC and the FVROR?

21

22

23

24

A.

A.

The WACC is a financial construct that represents the opportunity cost of foregone

earnings or returns resulting from a choice of one investment over others with equivalent

risk. In contrast, FVROR is a peculiar requirement of Arizona regulation that represents

the rate applied to a fair value rate base that results in a fair return. The WACC and

FVROR do have one commonality - each should facilitate determination of a fair return.

The underlying objectives of a fair return, and therefore the revenue requirement, are

materially unaltered regardless of whether the WACC or FVROR is applied.
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1

2

3

4

5

6

The Commission appropriately recognized the distinction between the WACC and

FVROR in Decision No. 70441, stating that: "Because the weighted average cost of

capital includes inflation, if the Commission were to apply that cost of capital as the

FVROR to the FVRB (which includes inflation in the RCND portion), then the impact of

inflation would be overstated, and the resulting revenues would compensate the utility for

more than the fair value of its property, resulting in rates and charges that were not just

7 and reasonable."

8

9

10

11

12

13

14

15

16

17

As the Commission recognized, the market determines the return required by investors.

Investors in water utilities cannot expect to cam a ream in excess of the market

determined rate. That is, investors do not require a higher return due to the use of FVRB

versus OCRB in ratemaking. Therefore, investors' do not expect to earn their total return

through current rates when they can simultaneously anticipate a return from the

appreciation of utility plant that is subsequently included in rate base - which is the effect

of using RCND as a component of FVRB. An alternate way to see this is that investors

earn their total return (in this case, 8.8 percent WACC) through appreciation (1.2 percent

accretion return) and current rates (7.6 percent FVROR).

18

19 Q- Please summarize Staffs recommended method for calculating operating income.

20

21

22

23

A. Staff recommends calculating the operating income by multiplying the FVROR times the

FVRB where the FVRB reflects a 50/50 weighting of the original cost rate base

("OCRB") and the reconstruction cost new rate base ("RCND") and the FVROR is the

WACC reduced by half the inflation/accretion return factor as shown in Table 2 below.
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Table 2

I refer to this method as "Method Two" going forward

5 Q- Explain how Method Two introduces a fair value element to the ratemaldng process

Under Method Two, a utility will benefit through higher returns when its property

appreciates at a rate exceeding the additional return required by investors. due to inflation

On the contrary, when a utility experiences property appreciation at a rate less than the

additional return required by investor due to inflation, it will receiver lower returns. This

fair value element represents a fundamental change from the "prudent investment" or

historical cost" approach (where a utility is compensated for the actual cost prudently

invested). This is the concept to which the Applicant took exception in its last full rate

case as end-result oriented

15 Q What is the revenue requirement difference between Method One and Method Two?

The revenue requirement under Method Two exceeds the revenue requirement under

Method One by approximately $318,000 or 3.6 percent
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1 Q.

2

3

4

5

6

Does Method Two represent a universal fair value methodology applicable for future

determinations of just and reasonable rates for utilities?

Not necessarily. Just and reasonable rates must be considered within the context of the

particular circumstances of each utility and rate proceeding. Also, Staff recommends that

the Commission encourage pursuit of further refinements that may enhance the goal of

establishing just and reasonable rates.

7

8

9

10

Q. Is Chaparral City's proposed method of calculating operating income in this case

consistent with Method One?

11

12

13

No. The Applicant's application proposed $2,678,233 operating income is the product of

multiplying a 9.32 percent rate of return by a $28,736,406 fair value rate base (Schedule

A-1 of the application). The proposed fair value rate base is an average of the OCRB and

RCND (Schedule B-l of the application) which is consistent with Method One. However,

contrary to Method One, the proposed rate of return is equal to the proposed WACC and

does not reflect an inflation reduction to the cost of equity, the notable feature of Method

One.

1 4

1 5

1 6

1 7

1 8

1 9

2 0

21

22

The Applicant's proposal to apply the unadjusted WACC to the FVRB was rejected by the

Commission in Decision Nos. 68176 and 70441. The Commission concluded: "Because

the weighted average cost of capital includes inflation, if the Commission were to apply

that cost of capital as the FVROR to the FVRB (which includes inflation in the RCND

portion), then the impact of inflation would be overstated, and the resulting revenues

23

A.

A.
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1

2

3

would compensate the utility for more than the fair value of its property, resulting in rates

and charges that were not just and reasonable."4 The Commission should reject the

Applicants proposed method of calculating operating income in this case for the same

4 reason.

5

6 Q. Does this conclude your direct testimony?

7 Yes, it does.A.

4 Decision No. 70441, p. 33.
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1 INTRODUCTION

2 Q Please state your name, occupation, and business address

My name is Elijah O. Abinah. My business address is 1200 West Washington Street

Phoenix. Arizona 85007

6 Q Where are you employed and in what capacity

I am employed by the Utilities Division ("Staff") of the Arizona Corporation Commission

("ACC" or "Commission") as Assistant Director

10 Q How long have you been employed with the Utilities Division?

I have been employed with the Utilities Division since January 2003

13 Q Please describe your educational background and experience

I received a Bachelor of Science degree in Accounting from the University of Central

Oklahoma in Edmond, Oklahoma. I also received a Master of Management degree from

Southern Nazarene University in Bethany, Oklahoma. Prior to my employment with the

ACC, I was employed by the Oklahoma Corporation Commission for approximately eight

and half years in various capacities in the Telecommunications Division

20 Q What are your current responsibilities

As Assistant Director. I review submissions that are filed with the Commission and make

policy recommendations to the Director regarding those filings

24 Q What is the purpose of your testimony

The purpose of my testimony is to provide a policy recommendation on the methodology

proposed by Staff witness Gordon Fox
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1 Q What is your recommendation?

In l ight  of  the Company's  oppos it ion to Method T wo,  S ta ff  r ecommends  tha t  the

Commission also consider Method One, which is consistent with Decision No. 70441

5 Q Can you please briefly describe Decision No. 70441?

Decis ion No.  70441 came as  a  r esult  of  the appea l f i led by the Company and the

subsequent remand by the Court of Appeals

9 Q Are you providing testimony as to financial and technical analysis

No

12 Q-

13

Have you reviewed Mr. Fox's testimony that was filed on October 3, 2008, as it

relates to the methodologies in calculation operating income

16 Q Can you briefly describe those methodologies

Yes. On page 3 lines  13 through page 4 line 3 ,  Mr .  Fox descr ibes  the method of

calculating operating income consistent widl Decision No. 70441. (Method One)

On page 4 line 14 through page 10 line 22, Mr. Fox describes die method of calculation

operating income consistent with the general framework of Method One with some minor

changes. (Method Two)

In addition, I reviewed page 10 lines 15 through 17 of Mr. Fox's testimony as it relates to

the difference in the revenue requirements between Method One and Method Two
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1 Q.

2

Can you please provide the differences in the dollar amount as to Method One and

Two?

3

4

According to 1Vk_ Fox's testimony"the difference in revenue requirement amount is

$318,000 or 3.6 percent.

5

6

7

8

9

1 0

Q- Did you review Mr. Bourassa's testimony on behalf of the Company for the proposed

Cost of Capital?

Yes.

Q-

11

Did Mr. Bourassa agree with Staff's proposed Methodology?

No. Mr.Bourassa disagreed with Staffs Methodology.

12

13 Q_

14

A.

In light of the Company's opposition to Staffs proposed Methodology, what is

Staff's recommendation?

Staff recommends that the Commission also consider the method set forth Decision No.

70441.

Q- In light of the Company's opposition, what is the effect on the revenue?

Staff recommend revenue decrease is $318,000.

r

1 5

1 6

1 7

1 8

1 9

2 0

2 1

2 2

A.

A.

A.

Q-

A.

What was Staff's recommended revenue increase under Method Two?

Staff recommended revenue increase as calculated by Method Two was $1,735,265.00A.
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1 What is Staffs recommended revenue increase?

2

Q-

A. Staff recommended revenue increase, based on Method One should be 331,417,265.

3

4 Does this conclude your testimony?

1

I

5

Q~

A. Yes it does.
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INTRODUCTION

3 Q- Please state your name, occupation, and business address

My name is David C. Parcell. I am President and Senior Economist of Technical

Associates, Inc. My business address is 1051 East Cary Street, Suite 601, Richmond, VA

23219

8 Q Please summarize your educational background and professional experience

I hold B.A. (1969) and M.A. (1970) degrees in economics iron Virginia Polytechnic

Insti tute  and State  University (VA Tech) and an MBA (1985) from Virginia

Commonwealth University. I have been a consulting economist with Technical

Associates since 1970. The majority of my consulting experience has involved the

provision of cost of capital studies and related expert testimony in public utility rate

proceedings. In connection with this, I have prepared and filed testimony in over 400

utility rate proceedings before more than 40 regulatory agencies in the United States and

Canada. I have previously testified in a number of utility rate proceedings before this

Commission, including several over the past few years

19 Q What is the purpose of your testimony in this proceeding

I  have  been re ta ined by  the  Ut i l i t ies  Divis ion Staff  ("Staff")  to review the  Direct

Test imony t i led on October 3, 2008 by Staff Witness Pedro M. Chaves. I  am also

offering my own expert judgment as to the proper cost of capital for Chaparral City

Water Company, Inc. ("Chaparral" or "Company") relative to this proceeding

25 Q What do you mean in the previous answer when you state that you have reviewed

Staffs direct testimony

I have reviewed all of Mr. Chavez's Direct Testimony ("Staff Testimony") and I agree

fully with and support his proposed 10.0 percent cost of equity for Chaparral, as well as

his proposed 8.8 percent weighted cost of capital for the Company. I also note that I

consider Staffs Direct Testimony to be well reasoned and properly provides a balance
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between the interests of ratepayers and investors. However, there are a few inputs in

Staffs discounted cash flow ("DCF") and capital asset pricing model ("CAPM")

analyses that I have not supported in prior testimonies and, as a result, I an not

specifically sponsoring in this proceeding. I emphasize, on the other hand, that my

alternative use of certain inputs do es not degrade either the integrity or ultimate results of

the StafFs analysis and conclusions.

Q. Are you adopting Staff's testimony as your own testimony?

I am adopting portions of Staff' s Testimony, but I am not adopting all of the DCF and

CAPM data inputs utilized in the Staff Testimony. Throughout my Rebuttal Testimony, I

indicate the specific portions of Staff Testimony that I am adopting, as well as the reasons

for not adopting other positions.

Q- Did you state above that you are in agreement with Staffs 10.0 percent cost of

equity recommendation for Chaparral?

A. Yes, I did state that. I believe that a 10.0 percent cost of equity presently represents the

cost of equity for a regulated water utility such as Chaparral. I note, in this regard, that I

have recently testified in several Arizona proceedings involving electric and natural gas

distribution utilities in which my cost of equity recommendation was about 10.0 percent.

These include proceedings involving UNS Gas (Docket No. G-01345A-05-0463), UNS

Electric (Docket No. E-0404A-06-0783), and Southwest Gas (Docket No. G-0155lA-07-

0504). In addition, I have recently filed cost of capital testimony in a Delaware Public

Service Commission proceeding involving Artesian Water Company (Docket No. 08-96)

in which I recommended a cost of equity of 10.125 percent, applicable to a capital

structure containing 46.53 percent common equity.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

Q. Mr. Purcell, how long have you been providing cost of capital testimony in rate

A.

A.

proceedings for utilities?

I have been testifying since 1972. As I indicated previously, I have testified in over 400

utility rate proceedings before more than 40 regulatory agencies.
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1 Q Is it your belief that the concept of cost of capital has remained the same over the

period of your experience

No, it  has not  remained the same over  the past  for ty years. New methods,  such as

CAPM, have come into existence. In addition, the formulation of all the models is not

static, but evolving. For example, years ago there were fewer sources of projections of

individual company data,  this indicates that the debate over exclusive use of a single

statistic such as EPS forecasts as the growth rate was not as prevalent as it is today. In

addition, the impact of the business cycle and the trends ire corporate profits and interest

rates indicates that the determination of the fair cost of capital is not static

11 Q Are you aware of any authoritative sources that support this relationship between

economic conditions and the cost of capital for a utility

Yes. I can A landmark U.S. Supreme Court decision in the Blue held Water Works and

Improvement Co. v. Public Serv. Comm 'n of West Virginia, 262 U.S. 679 (1923)

established the following links between the cost of capital and economic conditions. In

this decision, the Court stated

What annual rate will constitute just compensation depends upon many
circumstances and must be determined by the exercise of fair and enlightened
judgment, having regard to all relevant facts....A rate of return may be reasonable
at on time, and become too high or too low by changes affecting opportunities for
investment, the money market, and business conditions generally

23 Q What is the significance of this observation?

The significance is that a cost of capital analysis is not a mathematical exercise that uses

the same formulas and data input (weightings) in all types of economic circumstances. A

cost of capital analyst necessarily needs to apply professional judgment in performing

his/her analyses. This is particularly true at the current time which is characterized by

extreme capital market volatility and the formal acceptance that we are in a recession

30 Q How is your testimony organized?

My testimony is organized into seven sections, as follows
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Proxy Group

DCF Analyses

CAPM Analyses

Total Cost of Capital,

Fair Value Rate of Return

Response to Chaparral Rebuttal Testimony

Impact of Current Capital Market Conditions on Cost of Capital

PROXY GROUP

11 Q What is the purpose of a proxy group in developing a cost of capital analysis

The purpose of a proxy group is to develop cost of capital models and capital structure

evaluation. A proxy group is determined and utilized in order to consider the cost of

capital and capital structure of publicly-traded utilities that are similar in risk and

operations to the subject company

17 Q- What proxy group didStaff utilize in its Direct Testimony

Staff utilized the following proxy group companies, as is shown on Schedule PMC-4

American States Water

California Water

Aqua America

Connecticut Water

Middlesex Water: and

SJW .Corp

26 Q Do you approve of this group of proxy water companies

Yes, I do. I concur with Staff' s selection of this proxy group. This group of publicly

traded water companies is a representative sample of water utilities and is similar to the

proxy group(s) that I have recently utilized in my water utility cost of capital analyses. I

regard this as an appropriate sample of proxy companies for comparison to Chaparral and
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I adopt the use of this proxy group. I also note that Chaparral witness Bourassa uses this

proxy group in his cost of capital analyses.

Q- The Staff Testimony applied the DCF and CAPM methodologies to the proxy group.

Are these methodologies proper methodologies to estimate the cost of equity for

regulated utilities?

Yes,  they are.  I routinely use both the DCF and CAPM methodologies in my cost  of

capital analyses for water and other utilities.

111. DISCOUNTED CASH FLOW ANALYSES

Q-

A.

Please describe your understanding of Staff's DCF analyses.

Staff performed two DCF analyses - a constant-growth DCF and a multi-stage DCF. The

constant-growth DCF analysis uses the following inputs:

Yield Spot  stock pr ice for  each proxy company as of August  6,  2008 and

expected dividends per share (DPS) over the next year.
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Growth - average of six different growth rates:

Historic DPS growth over past ten years,

Projected DPS growth rates from data provided in Value Line,

Historic EPS growth over the past ten years ,

Projected EPS growth rates from data provided in Value Line,

Historic sustainable growth rates over the past ten years, and,

Projected sustainable growth rates from data provided in Value Line.

A.

StafFs multi-stage DCF uses the following inputs:

Yield .- Spot stock price for each proxy company as o f August 6, 2008 and

expected dividends per share over next year.
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projections of short-term dividend growth for each proxy

company over two periods

Next year - projections from Value Line,

Years 2-4 - projections using average dividend growth rate

calculated in Staffs constant growth DCF analysis,

Long-term growth - 1926-2007 arithmetic average growth rate of gross

domestic product (GDP).

Growth

The r esult s  of  each of  these set s  of  DCF conclus ions  for  the proxy group can be

summarized as follows:

Constant growth DCF

Multi-stage DCF

Average DCF

8.8%

9.8%

9.3%

Q- Please provide your comments about Staff"s constant growth DCF analysis.

Staffs  constant  growth DCF yield uses a  spot  s tock pr ice in the ca lcula t ion of the

dividend yield, rather than a three-month average stock price that I normally use in my

DCF analyses. In the 'instant case, however, this distinction is not significant.  I have

calculated dividend yields using a three-month average stock price (June-August, 2008)

and have found the results to be Very similar to those in the Staff analyses. As a result, I
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am adopting the yields 'm the Staff testimony. I note however, that because I normally

use a 3 month average stock price, I would not use a spot price as is done in the Staff

testimony.

A.

I note that, in my own DCF analyses, I also use both historic and prospective growth rates

ofDPS, EPS, and sustainable growth. I normally use a five-year historic growth rate for

DPS, EPS and sustainable growth, whereas the Staff Testimony uses ten-year historic

growth. I regard this difference as a matter  of professional judgment and do not take

issue with the Staff Testimony and I correspondingly adopt these historic growth rates.
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I also routinely use Value Line projections of DPS, EPS and sustainable growth. The

Staff Testimony calculates projections of growth from Value Line data, whereas I

normally use Value Line's published projections. However, I do not regard this as a

meaningful distinction and I adopt the Staff Testimony's projected growth rates.

Q. Do you accept and adopt the 8.8 percent constant growth DCF conclusion contained

in the Staff Testimony?

A. Yes, I do.

Q- What are your comments concerning the multi-stage DCF analysis in the Staff

Testimony?

I note, inst, that I do not routinely use a multi-stage DCF analysis in preparing cost of

capital testimony. There is an exception to this in preparing cost of capital testimony for

interstate natural gas pipelines before the Federal Energy Regulatory Commission

(FERC). The FERC has established a preferred cost of capital methodology that uses a

two-stage DCF model. When I Submit natural gas pipeline testimony before the FERC, l

use a multi-stage DCF model. As a result, I accept the use of a multi-stage DCF model in

the Staff Testimony.
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The 'first stage of the multi-stage DCF analysis in the Staff Testimony uses projections of

DPS for the proxy group. I accept this as a valid estimate of the short-term or inst stage

of the multi-stage DCF analysis.

A.

The second stage of the multi-stage DCF analysis in the Staff Testimony uses the historic

(i.e., 1926-2007) average growth rate of GDP, which is 6.7 percent. My two-stage DCF

analysis, which mirrors the FERC procedure, uses the projections of GDP by the Social

Security Administration (SSA) and Energy Information Administration (EIA). Long-

term projections of GDP by these two U.S. government agencies are as follows:

SSA 4.4%

EIA 4.8%
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It is my preference to use projections of GDP growth, rather than historic GDP growth.

As an alternative,  both the historic and projected GDP growth could be used.  In any

event, I believe that the Staff Testimony's use of historic GDP growth may over-state the

multi-stage DCF results for the proxy group.

W. CAPITAL ASSET PRICING MODEL ANALYSES

Q- What is your understanding of the CAPM analyses and conclusions of the Staff

Testimony?

The Staff Testimony performs two sets of the traditional CAPM methodology. The first

set is a "historical" risk premium CAPM model that employs the following inputs:

Risk-Hee rate (Rt) - average of yields of five-year, seven-year, and ten-year U.S.

Treasury notes as of August 6, 2008,

Beta (8) - Value Line betas for each proxy group company,

Risk-premium (Rm-Rf) - differentials. between arithmetic averages of long-term

(1926-2007)  r et u r ns  of  t he S & P  500  s t ock index  a nd int er media t e- t er m

government bond income returns.

The second set of CAPM calculations in the Staff Testimony is a "current" market risk

premium model. This model employs the following inputs.

Risk-'free rate (Rf) - yield on 30-year U.S. Treasury bonds as of August 6, 2008,

Beta (8) - Value Line betas for each proxy group company,

Risk-premium (Rm-Rf) ._ differential between a DCF return (expected dividend

yield plus annual per share growth rate for all dividend-paying stocks in Value

Line) and current yield on 30-year U.S. Treasury bonds.
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Q. What are your comments concerning the historic risk premium CAPM analyses and

conclusions in the Staff Testimony?

A.

A.

I fully support the use of Value Line betas, as used in both the historic and current risk

premium CAPM models. For the risk-free rate, I routinely use yields on 20-year U.S.
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Treasury bonds, as opposed to the average of five-year, seven-year and ten-year U.S.

Treasury bonds yields. The yields on 20-year U.S. Treasury bonds are higher than the

shorter maturities. This implies that my preferred risk-free rate would be higher than that

used in the Staff Testimony.

I also note, as I did in my discussion of the DCF model, that I prefer to use a three-month

average ofU.S. Treasury yields, as opposed to use of a spot yield as proposed in the Staff

Testimony. However, my comparison of three-month average yields for the three-month

period June~August, 2008 is not significantly different iron the August 6,. 2008 yield

used in the Staff Testimony. As a result, I do not regard this as a meaningful result in this

instance and correspondingly adopt the risk-hee rates in the Staff Testimony. As was the

case in the dividend yield discussion in my DCF corrnnents, use of a spot risk-Bee rate

could produce inappropriate results.
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For the risk premium, on the other. hand, the Staff Testimony uses the differential

between returns on the S&P 500 and intermediate-term government bonds, whereas I use

the differential between the S&P 500 and long-term government bonds. Since long-term

government bonds have higher long-term returns than intennediate-term government

bonds, this means that the risk differential for intermediate government bonds (i.e., Staff

Testimony) is less than the risk differential for long-term government bonds (i.e., my

preferred methodology). This indicates that there are off-setting impacts of the Staff

Testimony methodology (i.e., use of intennediate-term yields and risk premiums using

intermediate notes) and my preferred methodology (i.e., use of long-term yields and risk

premiums using long-term bonds). As a result, I regard this differential as somewhat of a

"wash" and adopt the use of intermediate-term yields and risk premiums developed using

intermediate-term government securities.

I do have two technical concerns with the development of the historic risk premium in the

Staff Testimony.
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Use of arithmetic averages (as opposed to use of both arithmetic and geometric

averages) of historic returns, and,

Use of the income return on bonds, as opposed to the total returns, in developing

the risk premium.

The Staff Testimony uses, as a component of its historic risk premium, the arithmetic

average values of total return for  the S&P 500 and the ar ithmetic average values of

income return for government securities. I routinely use both arithmetic and geometric

averages in my calculations of the risk premium. I believe that geometric averages are

relevant, along with arithmetic averages, because investors are regularly provided with

these returns in both reports/prospectuses by mutual funds (as required by the Securities

and Exchange Commission) and by prominent investment advisory services such as

Value Line. In my judgment, investors use both arithmetic and geometric average returns

and both should be considered in the development  of a  r isk premium. I note tha t

arithmetic averages exceed geometric averages, meaning that exclusive use of arithmetic

averages provide for a higher, and potentially excessive, risk premium Because of this,

the risk premium, and thus CAPM results, as used in the Staff Testimony may overstate

the cost of capital for the proxy group.
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I also note that the Staff Testimony uses income returns on bonds and total returns for the

S&P 500. The significance of this is that the total returns for the S&P 500 includes both

dividends and capital gains, whereas the income returns on bonds only includes interest

income (and excludes capital gains). My normal practice is to consider total returns for

both the S&P 500 and bonds in my risk premium calculations, which treats the S&P 500

and bonds on a consistent basis. I note that the use of only income returns on bonds, in

this context, has the impact of creating a higher risk premium, and thus higher CAPM

results than the method I routinely use.

The impact of these two factors has the effect of creating a higher risk premium, and

higher CAPM cost rate, than does the rnethodologyl employ in my CAPM analyses.
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1 Q Do you have any comments concerning the current risk premium as used in the

Staff Testimony

Yes, I do. I cannot support, or adopt, the current risk premium as contained in the Staff

Testimony. My primary concern with the current r isk premium CAPM is the use of a

DCF-derived return on equity (ROE) for  "all dividend-paying stocks" as reported in

Value Line. The growth component of this DCF-der ived ROE is the "apprecia t ion

potential" of all 1700 stocks covered by Value Line, where the appreciation potential

refers to the "estimated median price" of these stocks in the "hypothesized economic

environment of 3 of 5 years hence." In other words, the growth component of this DCF

analysis is based upon a potential increase in stock prices for the 1700 stocks covered by

Value Line

I have two concerns with this procedure for estimating the cost of equity for the "market

(i.e. ,  Rm component of r isk premium). First,  I do not believe that it  is appropriate to

determine utility rates based upon an anticipated increase in stock prices for a group of

largely unregulated firms. This is speculative. even i f  i t  wer e deemed

appropriate to use such a methodology, its use at the current time (i.e., August of`2008)

from a low base as a result of the significant decline in stock prices in 2008. As a result

use of a appreciation potential from a low base naturally reflects a higher-than-normal

growth rate, as evidenced by the 15.02 percent arial potential appreciation over the next

four years, as assumed in the Staff testimony. As an example of this, consider that the

historic (i.e. ,  1926-2007) average total returns for the S&P 500 (i.e. ,  dividends plus

capital appreciation) has only been 12.3 percent on an arithmetic basis and 10.4 percent

on a geometric basis

Second,
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1 Q- Please describe, in detail, using your professional judgment, how you arrived at a

10.0 percent cost of equity for Chaparral, without adjusting for financial risk

I have accepted the proxy group from the Staff Testimony (as does Chaparral). I have

also accepted the 9.3 percent DCF conclusion in the Staff Testimony, although note that

the multi-stage DCF may slightly over-state the second-stage growth rate. I generally

adopt the historical risk premium CAPM of the Staff Testimony (11.2 percent) but I do

not agree with: (1) use of only arithmetic averages in deriving the risk premium, rather

preferring to use both arithmetic and geometric averages, and, (2) using only the income

return on bonds, rather than total returns, in deriving the risk premium. As a result, I

propose a historical risk premium CAPM result of 10.75 percent, a slight reduction 80m

the 11.2 percent conclusion in the Staff Testimony

In addition, by combining my adopted 9.3 percent DCF result and 10. 75 percent modified

CAPM, I arrived at a 10.0 percent cost of equity recommendation. I note that this 10.0

percent cost of equity recommendation does not include an adjustment for the very high

equity ratio (i.e., lower risk) of Chaparral

TOTAL COST OF CAPITAL

20 Q Please describe the total cost of capital derived in the Staff Testimony

The Staff Testimony develops an 8.8 percent total cost of capital,  as is summarized

below

Capital Item Percent

24.4%

W21. Cost

Common Equity 7.6%

100.0%

The capital structure and cost of debt reflected in the Staff Testimony, as well as in the

Chaparral filing, are hypothetical in nature since the Company receives all of its equity

financing from its parent American States Water. The Staff Testimony and Chaparral
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filing differ slightly on the capital structure ratios, as a result of the Staff using more

current (i.e., June 30, 2008) information. I accept the capital structure ratios in the Staff

Testimony, although agree with the position taken in the Staff Testimony that the equity

ratio of Chaparral (i.e., over 75 percent) is much higher than the actual capital structures

for publicly-traded water utilities (i.e., about 50 percent equity). I note that a case could

be made that the proper capital structure for Chaparral should be that of its consolidated

parent, which contains about a 50 percent equity ratio.

I also accept the 5.0 percent cost of debt contained in the Staff Testimony. This differs

slightly from the 5.1 percent contained in the Chaparral rebuttal filing.

Q, Do you agree with the Staff Testimony's proposal to recognize the very high equity

ratio of Chaparral in the determination of the cost of equity for the Company?

Yes, I do. Chaparral's common equity ratio, as noted above, is about 75 percent common

equity, which is about 1 and a half times the 50 percent norm for publicly-traded water

utilities. This is a very significant difference in the capital structures for Chaparral versus

the proxy group that is used to develop its cost of equity. This significant difference in

common equity ratios is reflective in a risk differential between Chaparral and the proxy

group - a risk differential that should be recognized in the cost of equity for the

Company. I also note that Chaparral's parent company, American States Water, has a

common equity ratio that is similar to the proxy group (i.e., about 50 percent equity) and

is much less equity than is the case for Chaparral.
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Q-

A.

Do you endorse and adopt the 8.8 percent total cost of capital as proposed in the

Staff Testimony?

Yes, I do.A.
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1

2

3

VI. RESPONSE TO CHAPARRAL REBUTTAL TESTIMONY

Q Have you reviewed the Rebuttal Testimony of Chaparral witness Bourassa that

addresses the Staff Testimony on Cost of Capital Issues

Yes. I have

7 Q Do you wish to respond to any of the assertions made by Mr. Bourassa 'm his

Rebuttal Testimony

Yes, I do. I have a number of comments concerning the assertions made by Mr

Bourassa. These include the following topics

His updated cost of capital analyses, which use spot yields as of Octolber 2, 2008

His use of stock price growth as the growth component in his DCF analyses

His conclusion that Chaparral's cost of equity has increased over the past year by

100 basis points, notwithstanding the fact that current economic conditions have

decreased returns for virtually all other types of companies, and

His position that a the Conlpany's cost of capital be applied to its fair value rate

19 Q What is your response to Mr. Bourassa's updated cost of capital analyses

Mr. Bourassa's updated DCF analyses have a number of flaws, all of which cause him to

over-state the cost of equity for Chaparral. These include

His updated dividend yield uses spot stock prices as of October 2, 2008, a date in

the middle of the market volatility. In fact, by using the closing prices as of this

date, he used only a single moment in time, not even a day in time

His growth rate relies heavily on the historical growth in stock prices. As I

indicated previously, growth in stock prices is not a proper measure of the DCF

growth rate, especially during a period of market volatility

His "total market returns" (Exhibit 2) and "capital appreciation returns" (Exhibit

3) end in 2007 - the latest available calendar year. While this is generally

appropriate, it should be noted that 2008 is an abysmal year for the stock markets
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and, when market compound growth rates are updated for 2008, the results will

undoubtedly be much lower, and perhaps near zero or even negative. Given that

the cost of capital is forward-looking, this is information that should be

considered in a DCF analysis at this time, especially one described as "updated

Mr. Bourassa's updated CAPM analyses also overstate the cost of capital. This is true for

the following reasons

His historical market risk premium CAPM

His current market premium CAPM suffers from the same flaw as his DCF

growth rates - the reliance on growth in stock prices

12 Q- Why do you take issue with Mr. Bourassa's contention that Chaparral's cost of

equity has increased over the past year

As I noted above, Mr. Bourassa's DCF and CAPM analyses rely heavily on growth in

stock prices for various periods ending in 2007. Therefore, his claim that the cost of

capital has increased over the past year really applies to 2007, not 2008

18 Q Are there any other aspects of Mr. Bourassa's rebuttal testimony that you wish to

respond to?

Yes. The bulk of Mr. Bourassa's rebuttal testimony relates to the issue of Fair Value

Rate Base ("FVRB") and the proper Fair Value Rate of Return ("FVROR"). Mr

Bourassa maintains that Chaparral's weighted average capital cost ("WACC") should be

applied to its FVRB. This issue has been recently examined by the Commission in the

remand phase of Docket No. W-02l l3A-04-0616, a proceeding in which both Mr

Bourassa and I testified. In its decision in that proceeding, the Commission determined

that inflation should be removed from the cost of capital in order to determine a FVROR

to be applicable to a FVRB. I will not repeat all of my testimony on this subject in this

present testimony, but do call the Commission's attention to the arguments I raised in that

proceeding
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1 VII. IMPACT OF CURRENT CAPITAL MARKET CONDITIONS ON COST OF

CAPITAL

4 Q Please indicate your views as to the impact of the current state of the economy and

the financial markets as they relate to the cost of capital for Chaparral and other

public utilities

The current state of the economy and financial markets can be generally characterized by

the following

The U.S. and global economies are presently in a recession, perhaps the most serious
recession in many years. This recession is characterized by

High unemployment, as the current unemployment rate is the highest in recent

Declining housing values and potentially deflation across broad sectors of the
economy

Widespread foreclosures on residential and commercial properties

A somewhat devastated financial sector, as evidenced by the failure and/or bail
outs of venerable financial institutions such as Fannie Mae, Freddie Mac. Bear
Steams, Merrill Lynch, AIG and Wachovia, with the potential list growing

Potential bail-outs expected for several other sectors of the economy

Stock prices that have declined precipitously in 2008, and

Very low short-term U.S. Treasury rates, low U.S. Treasury intermediate- and
long-term rates, but high corporate bond rates, reflecting a "flight to quality", and

Unprecedented actions being taken by the U.S. and global governments to
hopefully minimize the impacts of this recession and avoid a more serious
worldwide depression

Against this backdrop, it is important to understand the implications of current economic

and financial conditions on capital costs in general and as they pertain to Chaparral. Any

consideration of current economic and financial conditions should consider their impact

on regulated utilities from two perspectives: l) how these conditions impact utility
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ratepayers and the extent to which utilities should be insulated from the negative impacts

that affect their ratepayers, and 2) the extent to which these conditions are temporary and

not representative of the period that utility rates will be in effect.

Q- Please describe this first perspective.

The current economic downturn appears to be the worst in recent memory and the

implications are global. It is clear that Chaparral's ratepayers are negatively impacted by

this downturn. For example, working ratepayers face the prospects of lower

ea1nings/unemployment/uncertainty while retired ratepayers face the likelihood of

significantly reduced value of retirement income due to declines in the stock market

which negatively impact their 401-K or IRA values. It would be unfair for Chaparral to

claim that its risk and/or required return should be higher at this time, which would create

a doubly negative impact on its ratepayers. Stated differently, Chaparral's cost of capital

arid water/wastewater rates should not be higher due to the economic downturn. Such a

situation would clearly not be a balancing of the interests of ratepayers and investors as is

dictated by the Bluefield and Hope decisions.

I note that this perspective can be referred to as the "fairness" perspective. In essence, it

indicates that the conditions that contribute to the misfortunes of the utility's ratepayers

should not be used as a rationale to provide higher returns to the utility, in essence

insulating it from the economic conditions that affect virtually all other aspects of the

economy, both individuals and businesses.
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Q-

A.

What do you mean by the second perspective stated above?

It is widely recognized that the cost of capital concept, whether for a regulated utility or a

competitive firm, is prospective in nature. The prospective nature of cost of capital is

partially based on the concept that current capital market conditions reflect expectations

of the suture. At the present time, there is unprecedented uncertainly in the capital

markets, as is evidenced by the extreme volatility in stock prices and yields on debt

A.
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securities. This volatility reflects and incorporates the reaction to the seemingly never

ending stream of negative news about the world-wide economies

At the present t ime,  no one knows the length and severity of the downturn,  but what

should be clear is that the present situation should not be accepted as the norm for the

future. It must be assumed that the economy will turn around sometime within the next

year, especially with the unprecedented stimulus that has and is being applied by U.S

and global governments.  As a result ,  it  is proper  to take a more "long-term" view of

economic and financial conditions at this time. I believe that my recommendations

this proceeding, as well as the impact of the Staff Testimony perspective, is proper in this

account. This is the case since both the Staff Testimony and my recommendation are not

overly-reflective of the unusual and transitory conditions of the past two months

I do not, on the other hand, think it is proper to focus on very short-term perspectives

such as stock prices and corporate interest rates over the past two months. This is the

case since these prices and rates are overly influenced by the turmoil and uncertainty

associated with the global economic crisis

19 Q You have s ta ted tha t  cur rent  and r ecent  economic condit ions  a re not  normal,  but

a re unusual and transitory. Can you provide any examples of why this is so

Yes, I can. As an example of the seriousness of the current economic/financial situation,

the Federal Reserve and U.S. government have taken extraordinary actions to minimize

the impacts  of the Financia l cr is is  and to a t tempt  to s tabilize the U.S.  and globa l

economies. The U.S. Congress authorized $700 billion as a "bail out" of the financial

system in order to create confidence in the financial system and encourage lending in the

economy. The Federal Reserve and U.S. government have taken the following actions

Fannie Mae and Freddie Mac were effect ively na t iona lized in an effor t  to

strengthen the housing market

AIG received over  $100 billion in loans to AIG,  essentia lly bailing it  out  of

potential bankruptcy
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Goldman Sachs and Morgan Stanley were allowed to become bank holding

companies, making them eligible for federal loans and direct investments from the

federal government,

The Federal Funds rate has been lowered in a number of steps, to a level of 1.0

percent, the lowest level ever,

Mergers were arranged on an emergency basis to keep Wachovia from potentially

failing, and

CitiGroup received loan guarantees in order to prevent its potential failing.

Q- What is the purpose of all these extraordinary actions?

The purpose of all of these actions, as well as a number of other actions by the federal

government and Federal Reserve, is to :

Provide liquidity to the banking system,

Encourage banks to make loans to stimulate the economy,

Re-establish confidence in the financial system, and

Keep major financial institutions from failing.

The significance of these actions is that they are collectively designed to lower the cost of

capital in the U.S. and worldwide in order to get the economies back on a growth tract.

Clearly, these actions should not be used as a rationale to make utilities insulated horn

the negative impacts of the downturn and raise their cost of capital at the same time that

efforts are being undertaken to lower the cost of capital.

1

2

3

4

5

6

7

8

9

1 0

11

12

13

1 4

15

16

17

18

19

2 0

21

22

23

2 4

25

2 6

Q- Does this conclude your surrebuttal testimony?

A.

A.

Yes, it does.
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Briefly describe your\esponsibilities as a Public Utilities Analyst.

In my position as a Public Utilities Analyst, I perform studies to estimate the cost of

capital component of the oiiqrall revenue requirement calculation in rate filings. I also

perform analyses regarding n nests for financing authorization and other financial

regulatory Tl18tlcTs.

Please describe your educational backs and and professional experience

I am a graduate of Arizona State University id received a Bachelor of Science degree in

Global Business with a specialization 'm 5nance\My course of studies included classes in

What is the scope of your testimony in this case?

I provide Staffs recommended capital structure, cost of debt m on equity ("ROE")

and fair value rate of return ("FVROR") in this case. I discuss appropriate capital

structure, cost of debt, ROE and FVROR for establishing the rever1\e requirement for

Chaparral City Water Company, Inc. ("Chaparral City" or "Applicant")

corporate and international iinaucc, investments, aéqounting, statistics, and economics. I

began employment as a Staff Public Utilities Analyst ion:)ecember 2005

Pleasé\state your name, occupation, and business address.

INTRODUCTION

My name-nsPedro M. Chavez I am a Public Utilities Analyst employed by the Arizona

Corporation Qommission ("Commission") in the Utilities Division ("Staff"). My business

address is 1200 West Washington Street, Phoenix, Arizona 85007.
:

I

I

1

;I
|
:
3



r

Direct Testimony of Pedro M. Chavcs
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Page 2

1

2

3

4

Summary of Testimony and Recommendations

Q. Briefly summarize how Staffs cost of capital testimony is organized.

A StamPs cost of capital testimony is presented in ten sections. Section I is this introduction

Section II discusses the concept of weighted average cost of capital ("WACC"). Section

HI presents the concept of capital structure and presents Stay's recommended capital

structure for Chaparral City in this proceeding. Section W discusses the concepts of ROB

and risk. Section V presents the methods employed by StaLl to estimate Chaparral (qty's

8 ROE. Section VI presents the findings of Staffs ROE analysis. Section VII presents

Staff's final cost of equity estimates for Chaparral City. Section V111 presents Stairs

weighted average cost of capital. Section D( presents Sta15's FVROR recommendation.

Section X presents Staffs comments on the direct testimony of Mr. Thomas I. Bourassa in

support of the Applicant's proposed cost of capita] ("Mr. Bourassa's Direct Testimony").

Lastly, Section XI presents the conclusions.

9;
lo*

I
128
133
14

I

158 Q.

165 A.

17§
18=

Have you prepared any exhibits to accompany your testimony?

Yes. I prepaid ten schedules (PMC-1 to PMC-10) that support Staffs cost of capital

analysis.

19 Q-

208 A.

What is StarT's weighted average cost of capital for Chaparral City?

Staffs WACC is 8.8 percent and it is calculaicd in Schedule PMC-1. €ta8'a WACC 'J

11.44.41 cu .cat cf ...quiiry utiu.a1.s Rn C'u.al;..:.al C.t_y the 13864 Burr; 9.3 I;¢1ac.1t to HJ

percent. Staffs ROE .cccrrmendggimq ll an 1-\A\J\. a '.° pxznnt any adjustmenrdue-

21 Q

i
2 2

:
23 8

248

Q- 4144 lr\1Ir*v' F1-n-n1n1 .-I-If so*-~Nnni»u-I 5- 'Hn-n An-1104-§'n nm-atql -*1-\'1ph~|1"- in rnlnt;n- *n H1-at Rf

the sample uompanios.

i
:
!
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I
I
I A.

n'vg- Wh:-.t 4. °*°f!'° refemmenecd l'nll~ \nl\uI\ :'=£e "E '°*'.:":'. 'Er Ch=p:r'-! €'t;"P

Staff recommends a 7.6 percent FVROR. Sta1Rlu recommended 7.6 pemeeunt ¥\¢R "R 'zz

calculated in Schedule PMC-2.

Applicant's Proposed Overall Rate of Return

Q. Briefly summarize the Applicant's proposed capital structure, cost of debt, return au

equity and overall rate al' return for this proceeding.

1

2

3

4

5

6

7

8

9

10

A. Table 1 summarizes the Applicant's .proposed hypothetical capital structure, cost of debt,

return on equity and overall cost of capital and FVROR in this proceeding:

Table 1

Weight Cost
Weighted
Cost

Long-tcnn Debt 23.4% 5.5% 1.3%

CommonEquity
Cost of Capital
(FVROR)

76.6% 10.5%

9.3%

Chaparral City is proposing an overallcost ofcapitnl, i.e., FVROR of 9.3 pendent.

II. THE WEIGIITED AVERAGE cosT.oF CAPITAL

Please define the cost of capital concept.Q.

A.

i

Il

i

12

13

14

15

16

17

18

19

The cost of capital is the opportunity cost represented by anticipated returns or earnings

that are foregone by choosing one invesUnent over others with equivalent risk. In other

words, the cost of capital is the .return that shareholders expect for committing their

resources in a determined business enterprise.
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Q-

A.

Whatis the overall cost of capital?

The overall cost of capital is equal to the weighted average costof capital.

How is the WACC calculated?

The WACC is calculated by adding the weighted expected returns of a Emf's securities.

Equation 1 that follows presents the WACC as a nnaahcinatical expression.

Equation l.
n

WACC Wt*ri

i-1

r

In this °qv=1i°n. Wt is the weight given to the i" security (the proportion of the it security

relative to the portfolio) and ft is the expected return on the it security.

Q,

A.

I
I

Can you provide an example demonstrating application of Equation 1?

Yes. For this example, assume that an entity has a cgpitd structure composed of 35

percent debt and 65 percent equity. Also., assume that the embedded cost of debt is 6.0

percent and the expected return on equity, i.e. the cost of equity, is 10.0 percent.

Calculation of the WACC is as follows:

I
I
I

I

wAce = (35% * 6.0%) + (65% * 1o.0%)
I
I

WACC = 2.10% + 6.50% p .I

I

1

2

3

4 Q.

51 A.

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

WACC = 8.60%

The weighted average cost of capital in this example is 8.60 percent. The entity in dis

example would need to cam an overall rate of return of 8.60 percent to cover its cost of

capital.

Z

I

I



Component %

Short-Term Debt $5,000 (as ,000/$1 oo,000) 5.0%

Capital Leases $15,000 ($l5,000/$l00,000) 15.0%

Long~Tenn Debt $30,000 (s30,000/$ I00,000) 30,0%

Preferred Stock $10,000 (s10,000/$100,000) 10.0%

Common Stock $40,000 ($40,000/$100,000) 40.0%

Total $100,000 100%

Direct Testimony of Pedro M. Craves
Docket No. W-02113A-07-0551
Page 5

111. CAPITAL STRUCTURE

Background

Please explain the capital structure concept.

The capital structure of a Exp is the relative proportions of short-tcun debt, Iong~te1m debt

(including capital leases), preferred stock and common stock that are used to finance the

from's assets

8 | Q How is the capital structure expressed?

The capital structure of a company is expressed as the percentage of each component of

the capital structure (capital leases', short-tenn debt, long-tenn debt, preferred stock and

common stock) relative to the total capital (the total sum of all the components of the

capital structure)

For instance, the capital structure for an entity that is Enhanced by $5,000 of shop-tcnn

debt, $15,000 of capital leases, $30,000 of long~term debt, $10,000 of preened stock and

$40,000 of common stock is shown in Table 2

Table 2

Capital leases are a sp¢ci5c form of long-tenn debt.



Chaparral City Water Company, Inc.
Capitalization

Amount outstanding
as of 6/30/2008

Percentage of
Capital Stnmure

Total Debt s 24.4%8,635,000.00

75.6%26,690,000

s 100.0%35,325,000

Total Common Equity S

Total Capitalization

Direct Testimony of Pedro M. Chavcs
Docket No. W-02113A-0'7-055 I
Page 6

The capital structure in this example is composed of 5.0 percent short-tem debt, 15.0

percent capital leases, 30.0 percent long-term debt, 10.0 percent preferred stock and 40.0

percent common stock.

Applicant's Capital Structure

Q, What capital structure do the Applicant propose?

A. The Applicantproposes a hypothetical capitalstructure composed of 23.4 percaledebt and

76.6 percent common equity,

What capital strndure does Stall' recommend?

Staff nscommends a capital structure of 24.4 percent debt and 75.6 percent equity, to

reflect Chalpaural City's most recent debt and equity positions, as displayed in Schedule

1

2

3

4

5

6

7

8

9

10 Q.

11 .  A .

12

13

14

PMC-10 and summarized in Table 3, below.

Table 3

Q. How does Chaparral City's actual capital structure compare to capital structures of

1 5

1 6

1 7

1 8

1 9

A.

publicly traded water utilities?

The Applicant's actual capital structure is composed of 24L4 percent debt and 75.6 percent

equity. Schedule PMC-4 shows the capital structures of six publicly traded water
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1 companies ("sample water companies") as of March 31, 20082. The average capital

structure for the sample water utilities is comprised of approximately 49.9 percent debt

and 50.1 percent equity.

2

3

4

5

6

I v . RETURN ON EQUrrY

Background

Please define the term "cost of equity capital."Q,

A. The cost of equity capital is determined by the market. It is the etc of return that

investors expect to earn on their equity investment in an entity given its risk. In other

. words, the cost of equity to an entity is the investors' expected rare of return on other

investments of similar risk.

7

8

9

1 0

1 1

12

13 Q~

A.

Is there any relationship between interest rates and the cost of equity capital?

I

I

I

This

relationship is integral to the capital asset pricing model ("CAPM") formula. The CAPM

is a market based model used for estimating the cost of equity capital Thai is discussed in

Section V of this testimony. Therefore, a comparison of current interest rates to historical

interest rates provides insight for how the current cost of equity capital might be compared

to the cost of equity capital historically.

Yes; The cost of equity tends to move in the same direction as interest rates.

Q, What has been the general trend al' interest rates in recent years?

A.

14

15

16

17

18

19

20

21

22

23

24

A chronological chart of interest rates is a good tool to show interest rate history and

identify trends. Chart graphs intermediate U.S. treasury rates from July 2002 to July

zoos.

l

z Value Line Summary 8: Index. 7-25-08



Chart 1- Average Yleld on 5-, 7-, a 10-year Treasuries
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then, trended upward to mid-2006; subsequently, remained relatively steady at about 5

percent to mid-2007, and have declined since then to about 4 percent.

Chart 1 shows that intcrmadiate interest rates trended downward from 2001 to mid-2003;

How do current interest rates compare to a longer term history of interest rates, and

what does it suggest for capital costs?

Chart 2 shows the interest rates have trended downward in the immediate past period of

approximately 25 years. It also shows that interest mies over the past 40 years have been

higher thencurrently. The inference Hom due relationship between interest rates and the

cost ofequitycapital is that current capital costs arelow in comparison to historical capital

costs.

i

i



chan 2: History of s- and 10-Ysar Treasury Yields
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1

2
E

I 3

4

5

6

7

8

9

10

11

12

13
Source: Federal Rzsuw

Do actual returns represent the cost of equity?

16: A. No. The cost of equity represents investors' acpected returns not realized accounting

17
I

I€rtug-n5_

Is there any information available that leads to an understanding of the relationship

between the equity returns required for a regulated water utility versus the market?

A. Yes. A comparison of betas, a component of the CAPM discussed in Section V, for the
|

lai

wt Q.
I

201

213
!

22:I

r

23 Q

24 I
i

25 i
I

=
! J Sec Schcdde PMC-7

I

14

15 Q-

water utility industry and the market provides insight into this relationship. The average

beta (1.01)3 for a water utility is about the same than the theoretical avemgc beta for all

stocks (l .0). According to the CAPM formula, the cost of equity capital moves in the

same direction as beta. Since the beta for the water utility industry is about the same than

I



i

I
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the beta for the market, the implication is that the required return on equity for a regulated

water utility is approximately the average required return on the market

I
I

5 . Q» Please define risk.

Risk, as it relates to an investment, is generally recognized as the variability or uncertainty

of the returns on the investment. Risk is often separated into two components. Those

comports axe market risk (systematic risk) and non-market risk (unique risk)

103 Q,

HL! A.

12

What is market risk?

14

Market risk or systematic risk is the risk that changes in the stock market as a whole M11

cause changes in the stock price of a particular entity. Market risk is related to the

economy-wide perils that affect all business such as inflation, interest rates, and general

business cycles. Market risk af fects al l  stocks and i t cannot be eliminated by

diversification, i.e., it is non-diversiEable. However, the impact on each entity is not

necessarily the same. Accordingly, market risk is the only risk that affects the cost of

equity

191 Q Is there a measure for market risk?

Yes. Market risk is measured by the beta. Beta reflects both the business risk and

financial risk of an entity

23i Q. How are business and financial risks defined?

Business risk is that risk which is associated with the fluctuation in earnings due to the

basic nature of an entity's business. Financial risk is that risk which affects shareholders

due to a Linn's use of fixed obligation (i.e., debt) financing
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1 Q Is the cost of equity affected by both business and Financial risk?

2 A Yes

I

I

4 Q What is the relationship between the capital structure of a firm and its financial

A.

risk?

As previously discussed, the relative proportions of short-term debt., long-term debt

(including capital leases), preferred stock and common stock used tolerance an entity's

assets represent its capitalstructure. Financial risk increases as an entity includes a greater

proportion of fixed obligation financing in its capital structure (i.e., as it becomes more

leveraged). An increase in financial risk is reflected in the market risk measured by beta

resulting inan increase in an entity's comOf equity.

I

Q- How does Chaparral City's financial risk compare to the sample water companies'

financial risk from the perspective of an investor? e
I

EA.

I

From an investor's perspective Chaparral City's capital structure is composed of

approximately 24.4 percent debt and 75.6 percent equity. Schedule PMC-4 shows the

capital structures of six publicly traded water companies ("sample water companies") as

of March 31, 2008, as well as Chapamil City's actual capital structure. As of March 31,

2008, the sample water utilities were capitalized with approximately 49.9 percent deb! and

50.1 percent equity, while Chaparral City's actual capital structure consists of

approximately 24.4 percent debt and 75.6 percent equity. Consequently, Chaparral City's

shareholders bear less financial risk than the shareholders of the sample water companies.

I
I

t

l
I

I

I

I
I
I

t

I

Q-

A.

:
r

I
r

6

7

8

9

10

l l

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

What is non-market risk?

Non-markd (udquc risk) is risk related to an individual entity. Tbcrc is no conelaNon

among entities for unique risk; accordingly, it can be eliminated through diversification. I
I

I
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I

Specifically, investors can eliminate unique risk by holding a diverdiied investment

portfolio

4 Q, Is unique risk measured by beta?

No. Unique risk is not measured bybeta.

7 Q Is the cost of equity affected by unique risk'

No. Since unique or firm-speciiic risk can be eliminated Through diversification, ix does

not affect the cost of equity capital

What additional return can investen expect to account for unique risk"11

12

13

14

Q.

A. None. Investors who hold divemsifiod portfolios can eliminate unique risk, and

consequently do not require any related additional return. Since investors who choose to

be less than fully diversified must compete in the market with fully diversified investors

the former cannot expect to be compensated for unique risk

18

19

20

21

ESTIMATING THE COST OF EQUITY

Introduction

Did SUBIH directly estimate the cost of equity for the Applicant?

I

24

Q.

A. No. Staff did not directly estimate Chaparral City's cost of equity for two reasons. First

Chaparral City's stock is not publicly traded; therefore, its cost of equity cannot be

estimated because the required information is not available to perform the analysis

Second., using an average of a representative sample group reduces the potential for

random fluctuations resulting in a more reliable estimate, vis-A-vis relying on a single

entity
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Q- What companies did Staff select as proxia or comparable for Chaparral City1

2 A. Staff selected six publicly traded water utilities shown in Schedule PMC-4. Staff chose

these six entities because they derive most of their earnings from regulated opaauions, and

they are currently analyzed by The Value Line Investment Survey Small and Mid Cap

Edition ("Value Line Small Cap") and The Value Line Investment Survey ("Value Line")

making available the necessary information to perform a cost of capital estimation for

Chaparral City

9 Q What models did Staff implement to estimate Cbnparral City's cost of equity?

The cost of equity is determined by the market; therefore, Staff used two market-based

models to estimate the cost of equity for Chaparral City: the discounted cash flow model

("DCF") and the CAPM

14 Q- Explain why Staff chose the DCF and CAPM?

Staff chose to use the DCF and CAPM because they are widely recognized as appropriate

market-based models and have been used extensively to estimate the cost of equity. A

description of the DCF and then the CAPM begins immediately below

19

20

Discounted Cash Flow Model Analysis

Q Please provide a brief summary of the theory underlying use of the DCF to estimate

22

23

24

A.

the cost of equity

The theory underlying use of the DCF to estimate the cost of capital is that the cost of

equity is that discount rate which equates the current market price to all future cash flows

expected by investors. That is, the cost of equity is the rate that future expected cash

flows (primarily dividends)must be discounted to equal a given market price
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In the 1960s, Professor Myron Gordon pioneered the use of the DCF method to estimate

the cost of capital for a public utility. The DCF model has become widely used due to its

theoretical merit and its simplicity

5 Q How is the DCF model applied?

The DCF model is applied via a mathematical formula where the current market price, the

expected dividend, and projected dividend growth rate are inputs, while the discount rate

(cost of equity) is the result. The formula can be applied to a sample of companies that

exhibit similar risk to the entity whose cost of equity is being estimated and the results

averaged to arrive at an estimate of the cost of equity for the subject entity

12 Q~ Did Staff apply more than one version of the DCF?

13

14

Yes. Staff applied two versions of the DCF: the constant-growth DCF and the multi-stage

or non-constant growth DCF. The constant-grow1i1DCF assumes that an entity will grow

inde4E1nitely at the same rate. Alternately, the non-constant growth DCF does not assume

one constant,indefinite dividend growth rate

I

l
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1

2

3

The Constant-Growth DCF

Q . What is the mathematical fonuula used in Staffs constant-growth DCF analysis

A. The constant-growth DCF formula used in Stafl's analysis is

Equation 2

r

the cost of equity
the expected annual dividend

the current stock price

the expected infinite annual growth rate of dividends

Equation 2 assumes that the entity has a constant earnings retention rate and that its

earnings are expected to grow at ba constant rate. According to Equation 2, a stock with a

current market price of $10 per share, an expected annual dividend of $0.39 per share and

an expected dividend growth rate of 5.0 percent per year has a cost of equity to the entity

of 8.9 percent reflected by the sum of the dividend yield ($0.39/ $10 = 3.9 percent) and the

5.0 percent annual dividend growth mt:

How did StalT calculate the dividend yield component (Do/Po) of the constant-growth

DCF formula?

Staff calculated the yield component of the DCF formula by dividing the expected annual

dividend` (DI) by the spot stock price (P0) after the close of the market August 6, 2008, as

reported by MSN moneyi

I

Value Line Summary & Index. 7-25-08
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Q- Why did Staff use the spot stock price rather than a historical average stock price to

calculate the dividend yield component of the DCF formula?

A. Use of the current market stock price (spot stock price) is consistent with finance theory,

i.e., the efficient market hypothesis. This hypothesis asserts that the current stock price

reflects information investors use to form expectations cf future returns. Use of  a

historical average of stock prices illogically discounts themost recent information in favor

of less recent information. The latter is stale and is representative of underlying

conditions that may have changed.

Q- How did Staff estimate the dividend growth (g) component of the constant-growtd\

DCF model represented by Equation 2?

A. The dividend growth component for Staffs constant-growth DCF model is the average of

six different estimation methods as shown in Schedule PMC-8. SlafT computed both

historical and projected growth estimates on dividend-per-share ("DPS")5, earnings-pen

share l"Eps")° and sustainable growth bases.

Q, Why did Stat! exannilne EPS growth to estimate the dividend growth component of

the constant-growth DCF model?

A.

i

I

1

2

3

4

5

6

7

8

9

1 0

1 1

1 2

1 3

1 4

1 5

1 6

1 7

1 8

1 9

2 0

2 1

2 2

2 3

Staff examined EPS growth (both historical and projected) because dividends are

dependent on earnings. Dividend distribution in eXcess of earnings results in capital

contraction. Continued capital contraction is not sustainable 'm the long run, and it is

inconsistent with the constant-growth DCF model. Therefore, EPS growth is an

appropriate consideration for estimating expected dividend growth.

5 Derived frown information provideii by Value Line
s Derived hmm information provided by Value Line

!
t
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1 Q How did Staff esthnnate historical DPS growth?

Staff estimated historical DPS growth by calculating the average rate of grower in DPS of

the sample water companies from 1997 to 2007. The results of Leal calculation are shown

in SchedulePMC-5. Staff calculated an avcralge historical DPS growth rate of 2.9 percent

for the sample water utilities for the period 1997 to 2007

7 Q- How did Stan' estimate the projected DPS growth?

Staff calculated an average of the projected DPS growthrates for the sample water utilities

from Value Line. The average projected DPS growth late is 4.2 percent as shown in

Schedule PMC~5

12 Q. How did Staff calculate the historical EPS growth rate?

Staff estimated historical EPS growth by calculating the average rate of growth in EPS of

the sample water companies Hom 1997 to 2007. The results of that calculation are shown

in Schedule PMC-5. StaLff calculated an average historical EPS growthrate of 3.6 percent

for the sample water utilities for the period 1997 to 2007

18 Q How did Staff estimate the projected EPS growth?

Staff calculated an average of the projected EPS growth rates for the sample water utilities

from Value Line. The average projected EPS growth rate is 8.4 percent as shown in

Schedule PMC-5

Suatihas excluded one data input from the calculation. EPS Bam the pcxiod of 1997 to 2007 for California Water
resulted in a negative 2.0 percent EPS growth mc. Staffexcluded the negative result of the calculation of average
growth in EPS for mc sample companies in that period,because negative growth is inconsistent with the DCF modeL
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1 Q How did Staff calculate its historical and projected sustainable growth rates?

1

r

Staffs historical and projected sustainable growth rates were calculated by adding their

respective retention growth rate terms (be) Lo their respective stock financing growth rate

terms (vs) as shown in Schedule PMC-6

6 Q, What is retention growth ?

Retention growth is the growth in dividends due to the retention of earnings. Viewed

differently, an entity cannot expect to grow dividends if it does not retain any earnings

Retention growth is dependent on the percentage of earnings retained (retention ratio) and

the value of earnings. Madmematically, the retention growth rate is the product of the

retention ratio and the book/accounting return on equity

13

14

15

Q.

A.

What is the formula for the retention growth rate?

The retention growlh rate formula is

Equation 3

Retention Growth Rate = be

the retention ratio (1 - dividend payout ratio)

the accounting/book rehlrn on common equity

16

17 Q How did Staff calculate the average historical retention growth rate (Br) for the
i

20

sample water utilities?

First, Staff calculated the retentionrate for each of the sample water companies firm 1998

to 2007. Then Staff calculated the mean of those results. The historical average retention

(be) goth for the sample water utilities is 2.9 percent as shown in Schedule PMC-6
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I

I

n

How did Staff determine projected retention growth rate (be) for the sample water

utilities?

Staff used the retention growth projections for the sample water utilities for the period

2011 to 2013 from Value Line. The projected average retention growth rate for the sample

water utilities is 5.5 percent as shown in SchedulePMC-5

7 Q When can retention growth provide a reasonable estimate of future dividend

growth?

9

10

A. The retention growth rate is a reasonable estimate of fixture dividend growth when the

retention ratio is reasonably constant and the entity's market price to book value ("market

to-book ratio") is expected to be 1.0. The average retention ratio bas been reasonably

constant in recent years. However, the market-to-book ratio for the sample water utilities

is 2.0, notably higher than 1.0, as shown in Schedule PMC-7

15

16

17

Q.

A.

Is there any financial implication of a market-to-book ratio greater than l.0?

19

I

I

I

24

Yes. A market-to-book ratio greater than 1.0 implies that investors expect an entity to

cam an accounting/book return on its equity that exceeds its cost of equity. The

relationship between required returns and expected cash flows is readily observed in the

fixed securities market. For example, assume an entity contemplating issuance of bonds

with a face value of $10 million at either 5 percent or 7 percent, and thus, paying annual

interest of $500,000 or $700,000, respectively. Regardless of investors` required retumOn

similar bonds, investors will be willing to pay more for the bonds if issued at 7 percent

than if the bonds are issued at 5 percent. For example, if the current interest rate required

by investors is 5 percent, then they would bid Sl0 million for the 5 percent bonds and

more than S10 million for the 7 percent bonds. Similarly, if equity investors require a 7

percent return and expect an entity to earn accounting/book returns of ll percent, the
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I

I

market will bid up the price of the entity's stock to provide the required return of 7

percent

4

6 A.

How has Staff generally recognized a market-to-book ratio exceeding 1.0 in its cost of

equity analyses in recent years

First, Staff has assumed that investors expect the market-to-book ratio to remen greater

than 1.0. Given that assumption, Staff has added a stock financing growth rate (vs) term

to the retention ratio (br) term to calculate its historical and projected sustainable growth

11 Q Do the historical and projected sustainable growth rates Staff uses to develop Its

DCF cost of equity in this case continue to include a stock financing growth rate

14 A. Yes

16 Q .

I

What is stock financing growth?

Stock financing growth is the gxrowdi in an entity's dividends due to the sale of stock by

that entity. Stock financing growth is a concept derived by Myron Gordon and discussed

i n his book 77ze Cost of Capita1 to a Public Uzility,' Stock f inancing growth is the product

o f the fraction of the funds raised firm the sale of stock that accmcs to existing

shareholders (v) and the fraction resulting from dividing the funds raised from the sale of

stock by the existing common equity (s)

Q

Gordon, Myron J. The Cos! of Capilal to a Public Uliliry. MSU PublicUtilities Studies,Michigan, 1974. pp31-35
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1

2

Q,

A.

What is the mathematical formula for the stock Financing growth rate?

The rnathematicd formula for stock financinggrowth is

Equation 4

Stock Financing Growth = vs

Fraction of the flmds raised from the sale of stock that accrues
to existing shareholders
Funds raised firm the sale of stock as a fraction of the existing
common equity

4

5

Q

A .

How is the variable v presented above calculated?

Variable v is calculated as follows

Equation 5

book value

market value

For example, assume that a share of stock has a $40 book value and is selling for $50

Then, to find the value of v, the formula is applied

10

I

I

In this example, v is equal to 0.20

8

i

l ll l l l l l l l m l ll I l l I I
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1 Q- How is the variable s presented above calculated?

Variable .v is calculated as follows

Equation 6

Funds raised firm the issuance of stock

Total existing common equity before the issuance

For example, assume that an entity bas S100 in existing equity, and it sells $10 of stock

Then, to End the value ors, the formula is applied

111 this example, s is equal to 10.0 percent

14 Q What is the vs term when the market-to-book ratio is :quad to 1.0?

A market-to-book ratio equal to 1.0 reflects that investors expect an entity to ham a

book/accounting return on their equity investment equal to the cost of equity. When the

market-to-book ratio is equal to 1.0, none of the funds raised from the sale of stock by the

entity accrues to the benefit of existing shaureholdcrs, i.c., the term v is equal to zero (0.0)

Consequently, the vs tern is also equal to zero (0.0). When stock Financing growth is

zero, dividend growth depends solely on the be tem

22 Q What is the effect of the vs term when the market~to-book ratio is greater than 1.0?

A market-to-book ratio gamer than 1.0 reflects that investors expect an entity to earn a

book/accounting return on their equity investment greater than the cost of equity

I

!

1 I
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I

i
i

»
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Equation 5 shows that when the market-to-book ratio is greater than 1.0 the v term is also

greater than zero, The excess by which new shares are issued and sold over book value

per share of outstanding stock is a contribution that accrues to existing stockholders in the

form of a higher book value. The. resultinghigher book value leads to higher expected

earnings and dividends. Continued growth firm the vs tern is dependent upon the

continued issuance and sale of additional shares at a price that exceeds book value per

share.

Q.

A.

What vs estimate did Staff calculate from its analysis of the sample water utilities?

Staff estimated an average stock financing growth of 2.5 percent for the sample water

umiufi as shown in Schedule pmc-6.
I.
I

Q.

and

A.

What would occur if an entity had a market-to-book ratio greater than 1.0 due to

investors expecting earnings to exceed the cost of equity capital the entity

subsequently experienced newly authorized rates equal to its cost of equity capital?

There would be downward pressure on the entity's stock price to reflect the change in

future expected cash flows because, 'm theory, the market-to~book ratio should decline to

1.0.

I

Q. What is implied by StaB's continued use of the vs term in the historical and projected

I

i

|
l

I

r

I

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

A.

sustainable growth rates Staff uses to develop its DCF cost of equity is this case?

The implication is that there are expectations regarding the market-to-book ratio

continuing to exceed 1.0, and that the water utilities will continue to issue and sell stock at

prices exceeding book value to provide benefits toexisting shareholders. If the authorized

ROEs for water utilities are established at the cost of equity capital, the market-to-book

ratio should decline to 1.0. If that occurs, the stock financing term would no longer be

i

I
i
I

3
I
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l

2

3

4

necessary. If investors expect the average market-to-book ratio of the sample water~

utilities to fall to 1.0 due to authorized ROEs equaling the cost of equity capital, then

Staffs inclusion of the vs term in its constant-growth DCF analysis might result in an over

estimate omits sustainable dividend growth rate and the vaulting DCF ROB estimate.

Q,

A.

What are Stafl"s historical and projected sustainable growth rates?

f
I

Staffs esdrnated historical sustainable growth rate is 5.4 percent based on an analysis of

earnings retention for the sample water companies. Staffs projected sustainable growth

rate is 9.0 percent based on retention growth projected by Value Line. Schedule PMC-6

presents Staffs estimates of the sustainable growth rate.

Q. What B Staffs expected infinite annual growth rate in dividends?

A. Staff averaged historical ad projected DPS, EPS, and sustainable growth estimates to

calculate the expected infinite annual growth rate in dividends. Schedule PMC-8 presents

the calculation of the expected infinite annual growth rate in dividends. StarTs estimate is

5.6percent.

Q-

A.

What is Staffs constant-growth DCF estimate?

Statl's constant-growthDCF estimate is 8.8 percent, which is shown in Schedule PMC-3 .

I

5

6

7

8

9

10

1 l

12

13

14

15

16

17

18

19

20

21

22

23

24 A.

25

26

The Multi-Stage DCF

Q. Why did StarT Implement the multi-stage DCF to estimate Chaparral City's cost of

equity?

As previously stated, StafT used the multi-stage DCF to consider the assumption that

dividends may not grow at a constant rate. StaLfFs multi-stage DCF incorporates two

growth rates: a near-term growth rate and a long-term growing rate.
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Q-

A.

. What is the mathematical formula for the multi-stage DCF?

As mentioned above, Staff incorporated two growth mes. This assumes that investors

expect dividends to grow at a one rate in the near-term ("Stage-1 growth") and another

rate in the long~term ("Stage-2 growlh").

What steps did Staff take to implement its multi-stage DCF cost of equity model?

The multi-stage DCF fionnula is shown in the following equation:

Equation 7 :

ft t l-

1;
D,

K

n

Du

8 .

n

I-I

$ -

DI

(l+K)'

currentstock price

dividends expected during stage l

costofequity

years of non - constant growth

dividend expected in year n

constant rate of growth expected after year n

+
D,.(1+8,.)

w

[ T1
(l+ K)

I
I

I

11

12

13

First, Staff projected a stream of dividends for each of the sample water utilities using

near-term and long-term growth rates. Second, Staff calculated the rate (cost of equity)

which equates the present value of the forecasted stream of dividends to the current stock

price for each of the sample water utilities. Then, Staff calculated an average of the

individual sample company cost of equity estimates.

14

158 Q-

16; A.

How did Staff calculate near-term (stage-1) growth?

17

Staff projected four years of dividends for each of the sample water utilities. Pwjections

for the first twelve months, to the extent available, were firm Value Line. The dividend

Where :

I
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projections for the remainder of stage 1 reflect the average dividend growth rate calculated

in StatT"s constant growth DCF analysis, or 5.6 percent, as shown in Schedule PMC-8

How did Staff estimate long-term(stage-2) growth?

Staff used the arithmetic average rate of growth in gross domestic product ("GDP") from

1929 to 20079. Using the GDP growth rate assumes that the water utility industry is

expected to grow ax the same rate as the overall economy

9 Q. What is the historical GDP growth rate that Staff used to estimate stage-2 growth?

Staffused 6.7 percent to estimate the stage-2 growth rate

12- Q. What is StarT's multi-stage DCF estimate?

Staffs multi-stage DCF estimate is 9.8 percent as shown in SchedulePMC-9

1st Q. What is Staffs overall.DCF estimate

Start's overall DCF estimate is 9.3 percent. Staff calculated the overall DCF estimate by

averaging the constant growth DCF (8.8 percent) and multi~stage DCF (9.8 percent)

estimates as shown in Schedule PMC-3

20

21

Capital Asset Pricing Model

Q. Please describe the Capital Asset Pricing Model.

The CAPM is concerned with the determination of the prices of capital assets in a

competitive market. The CAPM model describes the relationship between a security's

investment risk and its market rate of return. This relationship idcntiEes the expected rate

of return which investors expect a security to earn so that its market return is comparable

i

www.bea.doc.gov
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I

i

I

with the mike retlnns earned by other securities of similar tisk.'° The CAPM model

assumes that investors require a return that is commensurate with the level of  risk

associated with a particular security. The model also assumes that investors wi l l

sutiiciendy diversify their investments to eliminate any non-systematic or unique risk"

In 1990, Professors Harry Markowitz, William Sharpe, and Merton Miller earned the

Nobel Prize in Economic Sciences for their contribution to the development of the CAPM.

Q- What sample did Stat! use to compute the CAPM to estimate Chaparral City's cost

A.

of equity?

Staff used the same sample water utilities for its CAPM computation that it used for its

DCF analysis.

Q,

A.

What is the mathematical formula for the CAPM?

1

2

3

4

5

6

7

8

9

10

l l

12

13

14

15

The mathematical formula for theCAPM is:

Equation 8:
K  =  R , 4 - , 8 ( R , _ - R , )

when : R , .
Rn

p
Rim -R,
K -

risk &he rate

return on market

beta

market risk premium

expected retmn

1 6

i

I

m David C. Purcell,Cost of Capital - A Practitioner's GuidePg. 6-1 .
" The CAPM makes the following assumptions: 1. single holding period 2. pdect and competitive securities maxkez
3. no transaction costs 4. no restrictions on shun selling or borrowing 5. the existence of a risk~frcc rate 6.
homogeneous expectations. i

5
g
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The equation shows that the expected return (K) on a risky asset is equal to the risk-free

interest rate ("RE») plus the product of the market risk premium ("Rp") (Rm - Rf)

multiplied by beta (B) where beta represents the riskiness of the investment relative to the

market

Q- What did Staff use as an estimate for the risk-free rate of interest in its historical

market risk premium CAPM method?
:

A. f

5

6

7

8

9

10

11

12

Staff calculated an estimate of the risk-tree rate of interest by averaging three (five-,

seven- and ten-year) intennediatc-term U.S. Treasury securities' spot rates on August 6,

2008, to correspond with the date Staff selected the sample companies' stock spot market

prices. Staffs estimated risk-tree rate for use in its historical market risk premium CAPM

method is 3.7 percents as shown in Schedule PMC-3.

I

i

Q- What did Staff use as an estimate for the risk-free rate of interest in its current

Market risk premium CAPM method?

A. Staff used the August 6, 2008, spotrate on 30-year U.S.Treasury notes as presented in the

U.S. Treasury Department website.

Q-

13

14

15

16

17

18

19

20

21

22

23

A.

Why do U.S. Treasury security spot rates provide an appropriate representation of

the risk-free rate?

U.S. Treasury spot rates represent a good estimate of a risk ire: rate because they have

virtually no chance of default and are backed by the U.S. Government. Besides, they are

verifiable, objective and readily available.

I

t

As Average yield on 5-, 7~, and 10-year Treasury notes according to the U.S. Treasury Department website at
www.ustreas.gov: 3.30%, 3.62% and 4.G6%, respectively.
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1 Q.

A.

What does beta measure?

Beta measures the systematic risk of a particular cntit'y's stock relative to the market's

beta which is 1.0. Systematic risk is the only risk that cannot be diversified away;

therefore, it is the only risk that is relevant when estimating an entity's required return.

Since the market's beta is 1.0, a security with a beta higher than 1.0 is riskier than the

market and a security with a beta lower than 1.0 is less risky than the market.

2

3

4

5

6

7

8

9

10

11

12

13

Q-

A.

How did Staff estimate a proxy for Chaparral  Ci ty's beta?

Staff averaged the Value Line betas of the sample water utilities and used this average as a

proxy for Chaparral City's beta. Schedule PMC-7 shows the Value Line betas for each of

the sample water utilities. Staffs estimated beta for Chaparral City is 1.01.

Q.

A.

What is a descriptive explanation for the expected market risk premium (Rm - .Rf)?

Descriptively, the expected market risk premium is the expected return on all common

stocks minus the risk free rate. It is the additional amount of return over the risk-free rate

that investors expect to receive from investing in the market (or an average~risk security).

Staff used two approaches to calculate the market n'sk premium: the historical market risk

premiumapproach and the currentmarket risk premium approach.

i

I

Q-

A.

What is the historical market Hsu premium admiN approach used by Stall?

I

I
I
8

1

3

14

15

16

17

18

19

20

21

22

23

24

25

The historical market risk premium estimate approach assumes that i f the long-run

average market risk premium is used consistently to estimate the expected market risk

premium, it should, on average, yield the correct premium. I n this approach, Staff

assumed that the average historical market risk premium estimate is a reasonable estimate

of the expected market risk premium.

i
+
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premium of 12.6 percent. "

n u| u . . . - .  I gt » ..l . I | , . I vI n ?

Staffs market risk premium estimates range from 7.5 percent to 12.6 percent.A.

II
l

I
x

I
!

I
la Fnm\erly published by Ibbofson Associates.
14 The thncc to Eve year price appreciation is 75%. 1.75°" - 1 == 15.02%
" 17.32% = 4.68 + lx) (12.64)

i
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I
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1
i

Q-

I A.

I
iI
I

I

i
I

How did Staff calculate the historical market risk premium?

Staff calculated the historical market risk premium by averaging the historical aritiunetic

differences between the S&P 500 and the intermediate-term government bond income

returns published in Morningstar's" Ibbotson Stocks, Bonds, Eilis, and Inflation 2008

Classic Yearbook for the period 1926-2007. Morningstar calculated the historical risk

premium by averaging the historical arithmetic differences between the S&P 500 and the

intermediate-term government bond income returns. Staffs historical market risk

premium estimate is 7.5 percent as shown in Schedule PMC-3 .

Q How did 'stuff mkuhte the current market risk premium estimate"

1»
IR L i l 44'1 q { q q l 1 q q\4\ 4 . A.

f

l

I

I
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Tlflwn 1°n ¢hlFI"n l'\0llr¢l\ F ADD! -mHn-\nha'P

FT no°nll CAPM estimate is 14 * wrrrw S*°fP': no"all FAPM r°tim°tr i§..the.

average of the historical market risk prmnium CAPM (11.2 percent) and the current

"°'* "" ""enxiwn CMM (17.4 percent) eaiimates an shown in Sclxuiule.PMC-J

6

7

VI.

Q-

SUMMARY OF STAF'F'S COST OF EQUITY ANALYSIS

What is the result of Staffs constant-growth DCF analysis to estimate of the cost of

equity to the sample water utilities?

Schedule PMC-3 shows the result of Staffs constant-growllm DCF analysis. The result of

Staffs constant-grow1h DCF analysis is as follows

k = Dividend yield + Expected dividend growth

3 . 2% + 5.6%

m,

Staffs constant-growth DCF estimate of the cost of equity to the sample water utilities is

8.8 percent
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What is the result of Staffs multi-stage DCF analysis to estimate the cost of equity

for the sample utilities

Schedule PMC-9 shows the result of Stay's multi-stage DCF analysis. The result of

Stay's multi-stage DCF analysis is

Company Equity Cost
Estimate (k)

9.8%
9.8%

American States Water
California Water
Aqua America
Connecticut Water
Middlesex Water
SJW Corp

10.7%

Average

Staff's multi-stage DCF estimate of the cost of equity for the sample water utilities is 9.8

percent

20 | Q What is Staffs overxdl DCF estimate of the cost of equity lot the sample utilities?

23

Staff's overall DCF estimate of the east of equity for the sample utilities is 9.3 percent

Staffs overall DCF estimate was calculated by averaging Staffs constant growth DCF

(8.8 percent) and Staffs multi-stage DCF (9.8 percent) estimates as shown 'ii Schedule



I a 4 1

4*

esflm'\te taw met of equity for .the sample ntilitiu*

Qrhefivle PMP "4 shew: *Iv* recvl* of"-tafF'° CAPM Anal) sos usisb the, Lurrmt ow ka: risk

premium catirrrats. Thx.insult la.

R/ -R/)

% +i.01*12.6%K

= 17.4%K

Staffs CAPM estimate (using the eummt market risk premium) o"the east cf equity Lu thy.

sample tutorutilities is 17.4J.pcrccnt.
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1 Q- What is the result of Staffs historical market risk premium CAPM analysis to

2 estimate of the cost of equity for the sample utilities?

3 A.

4

Schedule PMC-3 shows the result of Slaf.'f's CAPM analysis using the historical list

premium estimate. The result isas follows:

5

K = R,+n(R. ~R,)
6

7
K 3 . 7% + 1.01 * 7.5%

8

9

K 11.2%

10.

11

Staff's CAPM estimate (using the historical market risk premium) of the cost of equity to

the sample water utilities is l1.2 percent.

12

13
Ru.. 11 rt l o- *' . 14 t¢¢--.I'I1

14

15

16

17

18

19

20

21

22

23

24
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What is Staft"s overall CAPM estimate of the cost of equity for the sample utilities?

Staffs overall  CAPM estimate for the sample uti l i t ies is 14.3 percent. Staff 's overal l

M estimate is Lhe average of the historical market risk premium CAPM (11.2 percent)

and Rc cur rent  m arket  r i sk prem ium  CAPM (17.4 percent) estimates as shown 'm

Schedu1e\PMC-3

7 Q- Please summa the results of Staffs cost of equity analysis for the sample utilities

The following table slows the results of Staffs cost of equity analysis

Method
Average DCF Estimate
Average CAPM EstiMate
Overall Average 11.8%

Stalff's average estimate of the cost of equity to\kc sample water utilities is 11.8 percent

14

15

VII.

Q

FINAL COST OF EQUITY ESTIM ATES

Has Staff quantified the effect of the difference in fmaNxzjal risk between Chaparral

City and the sample water utilities on its cost of equity

17

18

19

20

A.

I

Yes. Staff used the methodology developed by Professor i i Hamada of the

University of Chicago, which incorporates capital structure theory w\i431 the CAPM, to

estimate the effect of Chaparral City's capital stricture on its cost of\quity. Staff

calculated a financial risk adjustment for Chaparral City of negative 180 be points

Staff estimated a 10.0 percent cost of equity for Chaparral City by addition of die fihqncid

risk adjustment to Staffs average estimate of the cost of equity to the sample whir

utilities
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1 e cadcdation isas follows:

Eqli

Adjusted ROE` Overall average estMated ROE + Financial risk adj vestment

Adjusted ROE for Chaparral City = 11.8% + (- 18%)

Adjusted Ron for chapanm City = 10.0%\

Q, What is Staffs ROE estimate for Chaparral City?

Sta.*lf delemelined a ROB estirnima of 10.0 pcnrecnt for the Applicnm based on cost of equity

.eslinnatesior the sample compaden ranging Lima 9.3 pensant'-forthe DCF to 14.3 pe1~.,ent

for the CAPM and a IS basis poem dowowntel ndjustmmi for the rolative'y snurllor

5.:~.a:c"" :ink 'n ""'..a;::°..""°' f"!;":: c.9'°'°' :':'act'.::: cc:r.;a:cd to tea :.*:.:'.,1:1e :'~"-.".r"'°s

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

am .  F INAL W EIGHT ED AVERAGE COST OF CAPITAL

Q. What weighted average cost of capital did StalT determine for Chaparral City?

A. Staffdetermined a 8.8 percent WACC for the Applicant as shown in SchedulePMC-I and

Table 5 below:

Table 5
w

Weight Cost

24.4% 5.0%
75.6% 10.0%

Weighted
Cost

Long-tcnn Debt
Common Equity

1.2%
7.6°

I
I Weighted Average

Cost of Capital

I

A.
I
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1 lx.

i

Q.

A

FAIR VALUE RATE OF RETURN ("FVROR") RECOMMENDATION

What FVROR does the Company propose in this proceeding

The Company proposes a 9.32 percent FVROR, which equates its proposed WACC. The

Company continues to propose that the WACC be multiplied by the FVRB in order to

calculate itsoperating margin.

Q-

A.

What fair value rate of return does Staff recommend for Chaparral City?

Staff recommends a 7.6 percent FVROR for the Applicant as shown in Schedule PMC-2.

Q- How did Staff calculate the FVROR?

2

3

4

5

6

7

8

9

10

11

12

A. Staffs method for calculating the FVROR is discussed in the Direct Testimony of Mr.

Gordon L. Fox. in short, the FVROR is equal to the WACC less an Inf lation

Adjustment/Accretion Return, as discussed below;13

14

15

16

17

18

19

20

Q-

A.

21

How did Staff calculate the Inflation Adjustment/Accretion Return ?

Staff Erst calculated the differencebetween the treasury yields for 20-year securities, and

the treasury real yields for 20-year securities, to estimate the additional return required by

investors due to inflation for a long-term (20-year) horizon (Inflation

AdjustmenVAccretion Retum).16 Then, Staff multiplied the Accretion return by a 50

percent factor."' Finally, Staff calculated the FVROR by subtracting the modified

Inflation Adjustment/Accretion Factor from the WACC.

22
!
I

I

Ls As of August 8, 2008, 20-year Treasury yield (4.71%) minus 20-year Treasury real yield (2.25%) equals the return
required due to inflation (2.46%) according to the .U.S. TreasuryDepartment websiteat www.us0'eas.xro'v.
w See funixcr, Direct Testimony of Mr. Gordon L. Fox.



rt ascription Weight (%) Cost
weighter

Cost

5.0%

1.s%'°
24.4%

75.6%

Debt

Common Equity

FVROR

1 .2%

5.7%

6.9%
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1. Q.

A.

Why did Staff use U.S. Treasury securities' spot rates rather than a historical

average and/or forecasted rates to estimate the Inflation Adjustment/Accretion

Return?

Stay used U.S. Treasury securities' spot rates on August 6, 2008, to correspond with the

date Staff selected the sample companies' stock spot market prices. Use of the current

bond yield is consistent with financetheory, i.e., the efficientmarket hypothesis. Further

as explained in Section X of this testimony, the best estimate of tomorrow's yield is

simply today's yield

-
I
I.

-
-

_

_

Q .

4

5

6

7

8

9

10

12

13

14

15

A.

If Staff had adjusted only the cost of equity for inflation, as implemented In Decision

No. 70441, what would have been the resulting FVROR?

Ki that instance, the resulting FVROR would be 6.9 percent as illustrated in Table 7,

below.

Table 7

16

17

18

19

20

21

22

X.

Q-

A.

STAFF RESPONSE TO THE APPLICANTS COST OF CAPITAL WITNESS

Please summarize Boy-assa's analyses and recommendations.

Mr. Bo urassa proposes a 9.32 percent WACC/FVROR based on a capital structure

consisting of23.44 pcrccmt debt (at 5.5 percent) a.nd 76.56 percent common equity (at 10.5

percent.

is Cos!of Equity (10%) minus inflation adjustment (2.5%).

I

i
I
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1 Mr. Bourassa's proposed 10.5 percent ROE is baLded on analyses for single and multi-stage

DCF models, as well as historical and current market risk premium CAPM for the same

sample of water companies selected by Staff

Mr. Bomassa's ROE rcsdts are summarized bczlowz

R=._L13¢8
8.1% _ 13.6%

9.3% - 12.4%

11.4% D 11.5%

DCF Constant Growth

Multi-Stage Growth Model

CAPM

Midpoint

10.9%

10.9%

11.5%

Q-

A.

Does Staff have any comments on Mr. Bourassa's proposed capital structure?

Yes. Mr. B ourassa' s capital structure is out of date. Staff used in its analysis Chaparral's

capital structure as of June 31, 2008. Using an updated capital structure provides amore

accurate measurement of the Company's capitalization and cost of debt.

Q~

A.

l

I

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

Does Staff have any comments on Mr. Bonrassa's constant growth DCF estimates?

Yes. Mr. Bourassa relies solely on analysts' forecasts to estimate growth 'm his constant

growth DCF estimates. Analysts' forecasts are known w be overly optimistic. Sole use of

analysts' forecasts to calculate the growth in dividends ("g") causes inflated growth, and

consequently, inflated cost of equity estimates. Furthermore, sole reliance on analysts'

forecasts of earnings growth to forecast DPS is inappropriate because it assumes that

investors do not look at other relevant information such as past dividend and earnings

growth. In addition, the Commission has previously recognized that analysts' forecasts

are over'stated.w

25

19 Decision No. 66849, Page 22.

f
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1 Q.

A.

How docs Staff respond to Mr. Bourassa's statement, "To the extent that past results

provide useful indications of fixture growth prospects, analysts' forecasts would

already incorporate that information."?20

The appropriate growth rate to use 'm the DCF formula is the dividend growth rate

expected by investors, not arnatlysts. Therefore, while analysts may have considered

historical measures of growth, it is reasonable to assume that investors also rely on past

growth. This calls for consideration of both analysts' forecastsas well as past growth.

Q.

2

3

4

5

6

7

8

9

1 0

1 1

1 2

13

1 4

A.

Does Staff have any comments on the study cited by Mr. Bourassa, conducted by

David A. Gordon, Myron J. Gordon and Lawrence I. Gould" that Mr. Bonrassa

asserts support exclusive use of analysts' forecasts in the DCF model?

Yes. The article cited by Mr. Bourassa does not conclude that investors ignore past

gMvchwhen pricing stocks; therefore, it docs not supportthe sole use of analysts' forecast

in theDCF model.

Q,

15

16

17

18

19

20

A.

Does Professor Gordon recommend relying exclusively on analysts' forecasts as the

measure of growth in the DCF model?

No. Subsequent to the study cited by Mr. Bourassa, Professor Gordon provided the

keynote address at the 30"' Financial Forum of the Society of Utility and Regulatory

Financial Analysts, in which he stated:
g
I
I

r
I

I

2 1

2 2

2 3

2 4

2 5

2 6

2 7

"I understand that companies coming before regulatory agencies
liked and advocated the high growth rates in security analyst
forecasts for arriving at their cost of equity capital. Instead of
rejecting diesel forecasts, I understand that FERC and other
regulatory agencies have decided to compromise with them. In
particular, in arriving at the cost of equity for company X, the
FERC has decided to arrive at the growth rate in my dividend

to Bourassa's Direct Testimony, Page 30, lines 6 - 8.
Eu Gordon, David A., Myron J. Gurdon, Lawrence I. Gould. "Choice Among Methods lot Estimating Share Yield."
Wye Journal ofPorgfo!io Management. Spring .1989. pp. 50-55. (Mr. Bourassa's Direct Testimony, page 30.)

4
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growth model by using an average of two growth rates, One is
security analysts forecast of the short-term growth rate in earnings
provide by IBES or Value Line and the other a more long nm and
typically lower Figure such as the past growth 'm GNP

Such an average can be questioned on various grounds. However
my judgment is that between the short-term forecast alone ad its
average with the past growth rate in GNP, the latter may be a more
reasonablejigure (Emphasis added)

Simply staled, Professor Gordon would temper the typically higher

analysts' forecasts with the typically lower GNP growth rate by averaging

13 Q Can Staff provide further evidence to support its assertion that exclusive reliance on

analysts' forecasts of earnings growth in the DCF model would result in inflated cost

of equity estimates

Yes. EXperts in the Financial community have commented on the optimism in analysts

forecasts of future earnings." A study cited by David Drcman in his book Contrarian

Investment Strategies: The Next Generation found that Value Line analysts were

optimistic in their forecasts by 9 percent annually, on average for the 1987 - 1989 period

Another study conducted by David Dre ran found that between 1982 and 1997, analysts

overestimated the growdi of earnings of companies in the S&P 500 by 188 percent

In addition, Burton Malkiel of Princeton University studied the one-year and five-year

earnings forecasts made by some of the most respected names in the investment business

His results showed email the tive-year estimates al' professional analysts, when compared

Gordon, M. J. Keynote Address at the 30" Financial Forum of the Society of Utility and Regulatory Financial
Analysts. May 8, 1998. Transparency 3

Sec Siegel, Jeremy J. Stocks For the Inv Fun. 2002. McGraw-Hill. New York. p. 100. Dre ran, David
Gonirarian Investment Strategies: The Na: Genernlion. 1998. Simon & Schuster. N ew York. pp. 97-98. Malkicl
Burton G. A Random Walk Down Wall Street. 2003. W.W. Norton 8: Co. New York. p. 175
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l with actual earnings growth rates, were much worse than the predimions firm several

2

3

4

naive forecasting models, such as the long~run rate of growth of national income, In the

following excerpt ft-om Professor Mariel's book A Random Walk Down Wall Street, he

discusses the results of his study:

5
6
7
8
9

10
ll
12

When confronted with the poor record of their Eve-year growth
estimates, the security analysts honestly, gr sh eepixlzly, admitted
that jive years ahead is really too far in advance to make reliable
projections. They protested that although long-term projections
are admittedly important, they really ought to be judged on their
ability to project earnings changes one year ahead. Believe it or
not, it turned out that their one-year forecasts were even worse than
their five-year projections.

13
14
15
16
17
18
19
20
21

The analysts fought back gamely. They complained. that it was
unfair to judge their performance on a wide cross section of
industries, because earnings for high-tech firms and various
"cyclical" companies are notoriously hard to forecast. "Try us on
utilities, " one analyst confidently asserted Ar the time they were
considered among the most stable group of companies because of
government regulation. So we tried ii and they did 'r like it. Even
the forecasts for the stable utilities were far 05 the mark."
(Emphasis added) `

14 Mariel, Burton G.A Random Walk Down Wall Street. 2003. W.W. Norton& Co. New Ycrrk. p. 175

i

I
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Q-1

2

3 A.

4

5

6

7

Does Staff have any concerns regarding Mr. Bourassa's omission of historical and

forecasted DPS in his DCF constant growth estimates?

Yes. The omission of DPS growth in a DCF analysis implies that investors do not take

into account dividend growth when pricing stocks. As previouslymentioned on Section V

of this testimony, the current market price of a stock is equal to the present value of all

expected future dividends, not future earnings. Professor Jeremy Siegel from the Wharton

School of Finance state:

8

9
10

12
13
14
15

Note that the price of the stock is always equal to the present value
of all fixturedivide/ulv and not the present value of future earnings.
Earnings not paid to investors can have value only if they are paid
as dividends or other cash disbursements at a later date. Valuing
stock as the present discounted value of future gamings is
manifestly wrong and greatly overstates the value of the firm. s

In other words, investors pay attention to earnings as long as they are paid as dividends.

Earnings can easily be overstated, but if investors do not receive dividends or other cash

disbursement at a later date, then such earnings are meaningless.

16

17

18

19

20

21

22

23

Q, Does Stuff have any comments on Mr. Bourassa's statement: "More recent data

suggest the 10-year Treasury Bond and 30 year Treasury bond yields are on the rise?

On June 13, 2007, for example, the 10-year Treasury bond and 30 year Treasury

bond yields were 5.20 percent and 5.28 percent, respectively."2°

24

25

26

27

A. Yes. Mr. Boulassa's conectly points out that there was an upward trend in bond yields

until mid-2007. However, Mr. Bourassa erroneously assumes that such upward trend will

continue. As evident in Chan 3 (below) the average yield on 10-year and 30-year

treasuries has decreased since then.

as Siegel, Jeremy J. Stocks for the Long R114 2002. McGraw-Hil l .  New York. P. 93.
pa Mr. Bourassa's Direct Testimony, page 9, lines 14 - 17.
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Chart 3: Average Yield on 10 a. 30-Year Treasuries
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23

25 It is important to consider that analysts who forecast future rates do not have any more

ze E

27

information about the future than what is already reflected in the current rate.

28 3 Aocording to Nancy L. Jacob of the University of Washington andR. Richardson Pettis of

the University of Houston:29
I

30 !
31 I
32
33
34 ,

l

W hi l e we know som et h i ng  abou t  Many  o f  t he f ac t o r s  t ha t
determine interest Yates (money supply, the demand for loanablc
fids, etc.) l i t t le evidence exists to suggest these factors can be
predicted with enough accuracy to successfully predict the rates."

35

36 As previously stated, the best forecast of tomorrow's yield is simply today's yield.
I

37 "Professional forecasts of financial variables are notoriously unreliable and appear to be

I
I

I

iv Jacob, Nancy L.,R. Richardson Pettit. Investments. Irwin. Homewood, I l l .  l988.p.499.
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getting worse, not better, over t ime. " "The di rect ion of  interest  rates [bond yields]  cannot

be predicted any better than by the f l ip of a calm

4 Q,

6 A .

What comment does Staff have in response to the Company's assertion that St:a\ fPs

current market risk premium is extremely volati le?

Changes in Stafik current market risk premium resul ts over time are a reflection of

changes i n the market ' s current risk premium rather than instability in Staff's method

Q- Should DPS growth be considered in a DCF analysis9

1 0

11

12

A. Yes. The omission cf historical DPS growth 'm a DCF analysis implies that invcstorrs do

not take into account dividend growth when pricing stocks. The current market price of a

stock is equal to the present va.luc of all expected future dividends, not future earnings

14

15

xi.

Q-

C O N C L U S I O N

Please summarize Staffs recommendations

Staff recommends that the Commission adopt an 8.8 percent WACC for Chaparral City in

this proceeding based on capital structure composed of 24.4 percent debt (at 5.0 percent)

and 75.6 percent equity (at 10.0 percent)

2 0 Staff iiarthcr recommends that the Commission adopt a 7.6 pcment FVROR for the

Applicant, mflccting a 1.2 percent inflation deduction (Accretion Return) ii"om the WACC

as shown in Schedule PMC-2

2 4

25

Q,

A.

Does this conclude your direct testimony

Yes. it Dow

I

l

Kihm, StevenG. "The Superiority of Spot Yields in EstimatingCost ofCapital." Public Utilities Fonn@ht4
February l, 1996. pp. 42-45
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FENNEMORE CRAIG
Norman D. James (No. 006901)
Jay L. Shapiro (No. 014650)
3003 N. Central Ave.
Suite 2600
Phoenix, Arizona 85012
Attorneys for Chaparral City Water Company

BEFORE THE ARIZONA CORPORATION COMMISSION

IN THE MATTER OF THE
APPLICATION OF CHAPARRAL
CITY WATER COMPANY, INC., AN
ARIZONA CORPORATION, FOR A
DETERMINATIQN OF THE FAIR
VALUE OF ITS UTILITY PLANT
AND PROPERTY AND FOR
INC ASESIN ITS RATES AND
CHARGES FOR UTILITY SERVICE
BASED THEREON.

DOCKET NO: W-02113A-07-

DIRECT TESTIMONY OF

ROBERT n. HANFORD
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Q.

INTRODUCTION, PURPOSE OF TESTIMONY AND SUMMARY.

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.

!
!
9
I
1
g

Robert N. Hanford, 12021 N. Panorama Dr., Fountain Hills, Arizona, 85268.

Q- BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY? I

I am employed by Chaparral City Water Company ("CCWC" Er the "Company")

as its District Manager.

Q- PLEASE SUMMARIZE YOUR RESPONSIBILITIES AS DISTRICT

MANAGER.

I am generally responsible for managing day-to-day operations, including capital

budget planning, water system operations and maintenance, customer service and

community relations, and compliance with local, state and federal requirements

to water quality and water supply, and Corporation Commissionpertaining

compliance.

Q. WHAT WAS YOUR WORK HISTORY BEFORE JOINING THE

COMPANY?

Prior to becoming CCWC's District Manager in 2002, I served as a manager of

Engineering and Planning for Southern California Water Company, which, like

CCWC, is a subsidiary of American States Water Company ("American States").

Prior to that, I worked for several engineering firms that specialized in public

works design, construction management and financing, and served as District

Engineer for the Tahoe City Public Utility District, which provides both water and

wastewater utility services.
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Q- PLEASE SUMMARIZE YOUR EDUCATIUNAL BACKGROUND.

I obtained a Bachelor of Science degree in Civil Engineering from the University

of Nevada - Reno in 1978, and an MBA degree with an emphasis in management

from the University of Santa Clara in 1985.
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Q- DO YOU HAVE ANY ADDITIONAL TRAINING, LICENSING OR

CERTIFICATIONS?

I have been registered as a professional civil engineer in California since 1981 and

in Nevada since 1983. I currently have a DO water operator certification from the

Arizona Department of Environmental Quality (ADEQ).

Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS

PROCEEDING?

To support CCWC's application for rate relief. First, I will provide background on

the Company and its operations. Next, I will address three specific issues-(1) the

acquisition of an additional allocation of CAP water, (2) the reduced use of potable

water supplies on golf courses in our CC&N, and (3) the Company's settlement

with the Fountain Hills Sanitary District.

Q. ARE THERE ANY ATTACHMENTS TO YOUR DIRECT TESTIMONY?

1Yes, attached to my testimony as Hanford Direct Exhibit is an ADEQ/MCESD

compliance status report showing that the Company is in compliance with all

drinking water requirements. An inventory of the Company's major plant in

service and the amount of water sold during the test year have been taken from the

Company's annual report tiled with the Commission and are attached as Hanford

Q-

DirectExhibit 2.

HAVE YOU PREVIOUSLY TESTIFIED BEFORE THE ARIZONA

CORPORATION COMMISSION?

Yes.
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II.

Q.

OVERVIEW OF CHAPARRAL CITY WATER COMPANY.

IN YOUR CAPACITY AS DISTRICT MANAGER, ARE YOU FAMILIAR

WITH CHAPARRAL C1TY'S OPERATIONS IN ARIZONA?

Yes, I am generally familiar with all aspects of the Company's operations.
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Q- PLEASE PROVIDE AN OVERVIEW OF THE COMPANY?
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CCWC's service area is located in the northeastern portion of the Phoenix

metropolitan area, in the Town of Fountain Hills and a small portion of the City of

Scottsdale. This area is within the Phoenix Active Management Area, which has

been created by the Arizona Groundwater Code. As a result, the Company is

subject to certain water conservation requirements imposed by the Third

Management Plan, adopted by the Arizona Department of Water Resources in

order to reduce groundwater pumping.

At the present time, Chaparral City serves approximately 13,500 customers,

less than 40 new customers have been added in 2007. Most of our customers are

i

1
i

residential, but we do serve a number of commercial, industrial and irrigation

customers .

WHERE DOES THE COMPANY GET ITS WATER?

The Company's primary water supply is imported Colorado River water, which is

delivered by means of the Central Arizona Project ("CAP"). This water is

transported to the Company's service territory, and, because it is surface water, it

must be treated before being used for potable water service. The Company also

uses groundwater to augment its CAP water deliveries.

Q- WHEN DID THE CURRENT RATES GO INTO EFFECT?

The Company's current rates were approved in Decision No. 68176 (September 30,

2005) based on a test year ending December 31, 2003.

1
2
3
4
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Q. WHY IS THE COMPANY SEEKING A RATE INCREASE AT THIS TIME?

CCWC is continuing to experience increases in operating expenses. We are also

continuing to make plant investment-over $6 million of rate base has been added

since the last rate case. As shown in Mr. Bourassa's testimony, the return earned

on fair value rate base using test year adjusted revenues was only 2.77%. Bourassa
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Direct Testimony (Rate Base, Income Statement, Revenue Requirement, Rate

Design) (hereinafter "Bourassa DT") at 3 Ins 18-19. Even without adjustment, the

test year return was under 5%. This is inadequate.

Q~ WHAT DO YOU MEAN, MR. HANFORD?

I am expressing the shareholder's frustration with both the Company's authorized

return and the opportunity to earn that return. American States is a publicly traded

entity sewing more than 250,000 water utility customers in California. As such,

American States has a number of investment opportunities besides investing in

CCWC. In California, American States is experiencing returns significantly higher

than the 9.3% return on equity authorized in CCWC's last rate case. Additionally,

California utility regulators do not use historical test years and use adjustment

mechanisms and balancing accounts to help ensure that the utilities have an

adequate opportunity to earn their authorized returns.

In contrast, in Arizona, we face substantial regulatory lag, due to both the

historic test year and the length of time it takes to prosecute rate cases. To make

matters worse, the Commission will not approve adjustment mechanisms and

balancing accounts that help preserve the utility's opportunity to earn its authorized

revenues. These factors, coupled with the Commission's ongoing efforts to keep

rates as low as possible, lead to the frustration American States feels with its

investment in Arizona.
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Q- DO THE LOW RETURNS HAVE AN IMPACT on INVESTMENT?

Yes. The poor returns being earned by the Company increase the risk that capital

projects will be deferred or scaled back. Specific projects being deferred include

the construction of new backwash clarifier to improve the solids handling

capability of the Shea Water Treatment Plant, which was originally included in

CCWC's 2007 capital budget in the amount of$l.2 million.
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Q.

ACQUISITION OF ADDITIONAL CAP WATER ALLOCATION.

HAS THE COMPANY BEEN GIVEN AN OPPORTUNITY TO ACQUIRE

AN ADDITIONAL ALLOCATION OF CAP WATER?

f
E

I

3
f

I

Yes. The Arizona Water Settlement Act was signed into law by President Bush on

December 10, 2004. There are three main components to the 800-plus page

legislation, which legislation resolves long-standing and contentious water rights

issues in the Southwest, only one of which directly involves CCWC. Under the

Act, CCWC has an opportunity to purchase an additional Central Arizona Project

(CAP) allocation of 1,931 ac-ft/year.

Q. IS THE AMOUNT FIXED AT 1,931 ACRE-FEET PER YEAR?

Q.

Yes, this allocation is not divisible, it can only be acquired in its entirety.

Additionally, in order for the Company to purchase this additional allocation,

CCWC must compensate CAWCD for retro-active capital fees that accrued to this

allocation. If the required fees are not paid by CCWC by January 2008, the

opportunity to obtain this additional allocation will be lost.

WHAT IS THE AMOUNT DUE?

The cost of the allocation to CCWC will be $1,280,000 if the Company pays a

lump-sum payment. The other alternative is a 5-year payment plan whereby the

Company will pay $282,000 annually for a total cost of$l,4l0,000.
r

Q. WHICH PAYMENT PLAN WILL THE COMPANY FOLLOW?

The Company intends to make the lu1np~sum payment before the end of this year.
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Q. WHY IS THE COMPANY PURCHASING THE ADDITIONAL CAP

WATER?

To improve the long-term security of water supplies for our customers. This

additional allocation will allow CCWC to reinforce and continue its reliance on a

renewable supply of surface water. In the Phoenix AMA, and throughout the State,
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reduced reliance on groundwater remains a primary goal. See, ARS § 45-401.

In addition, the additional allocation acts as a drought buffer should continuing

drought conditions in the southwest continue, and should water deliveries from the

CAP to municipal and industrial users ever be curtailed. The larger the Company's

allocation the more water it will get if supplies are rationed.

i

I

I

3

Q- HOW DOES THE COMPANY PROPOSE TO RECOVER THE COST OF

THE ADDITIONAL ALLOCATION?

1

I

There are three separate charges associated with the additional CAP allocation:

(1) the cost of the allocation itself which I discussed above, (2) the annual capital

service charges--these are amounts we pay whether or not  we use any of the

additional allocation, and (3) the cost of any additional water actually purchased.

The $1.28 million cost  of the allocat ion is what  we are request ing be

included in rate base. The annual water service charge, has been included in the

Company's operat ing expenses. However, no cost  of the water itself has been

included in the revenue requirement in this case. Mr. Bourassa discusses the

specifics of these adjustments in his direct testimony. Bourassa DT at l l.
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Q- WHY DOES CCWC BELIEVE RATE BASE TREATMENT IS

APPROPRIATE FOR THE $1.28 MILLION COST OF ACQUIRING THE

ADDITIONAL ALLOCATION OF CAP WATER?

As explained above, the opportunity to acquire this additional cap water is an all-

or-nothing proposition. CCWC does not have the flexibility to acquire a portion of

the 1931 acre-foot, nor the option to buy some additional CAP water now and more

later. In that sense, the acquisition of the additional CAP allocation is analogous to

many large scale capital project investments. Often, capital projects are sized

based on engineering standards or  forecasted demand,  or  the ability to  add

additional plant at a lower incremental cost. In other words, plant investment is not
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PRDFESSIONAL CORPORATION

PHOENIX

A.

A.

6



Q .

.

1

J

1

i
r
J
.

simply about fulfilling immediate needs.

This means that the choice for CCWC is simple: If we want the CAP water

to ensure the long-terrn security of the Company and the ratepayers, we have to

buy the full allocation now. There is no other way, and once it is acquired we have

to pay the annual water service charge price every year. This also means that the

critical questions for this Commission to answer are (1) whether it supports the

policy of the State to conserve and protect groundwater resources, and (2) whether

the long term interests of CCWC's customers are best served by the acquisition of

If the Commission

answers yes to either of these questions, I respectfully suggest the ratemaking

treatment we are seeking is reasonable.

the 1,931 acre-feet of additional surface water supplies.

Q. WHAT IF THE COMMISSION DOES NOT AUTHORIZE FULL COST

RECOVERY OF THE COSTS OF THE ADDITIONAL CAP ALLOCATION

IN THIS RATE CASE?

The Company will have a choice. It can retain the allocation and look for entities

that wish to enter into wholesale water delivery arrangements. Or, it can exchange

or relinquish the additional allocation and get its acquisition payment back. Of

course, if the Commission denies Null cost recovery, then the Company expects to

retain all revenues from bulk sales of the CAP water. American States is not a

charity and if it makes an investment it expects a return on that investment.

Iv. IRRIGATION RATES AND REDUCED USE OF GROUNDWATER BY
GOLF COURSES.
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Q~ DO YOU HAVE ANY CONCERNS WITH THE RATE DESIGN

APPROVED IN THE LAST RATE CASE?

Yes. Although we have not asked that the general rate design be changed in this

proceeding, there is one apparent anomaly that should be corrected. While the
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[Company's rate design is based on the idea that larger users pay more for water in

order to encourage conservation, there is a disparity between what our irrigation

customers pay relative to what our commercial and residential customers pay for

exactly the same water. The current commodity charge for a %" meter using in

excess of 9,000 gallons monthly is $3.03 per thousand gallons, while the irrigation

commodity charge regardless of meter size is only $1.56 per thousand gallons. Mr.

Bourassa has corrected this in his proposed rate design and schedules. Bourassa

r

DT at 23.

Q. DOES THE COMPANY PROVIDE WATER SERVICE TO GOLF

COURSES WITHIN IN ITS CC&N?

Yes, we have several golf course customers. In the last rate case, the Commission

ordered the Company to take steps to increase customer use of effluent and reduce

reliance on groundwater to supply water to golf courses, ornamental lakes and

other aesthetic water features. Decision 68176 at 45. The Company's filing in

compliance with this requirement was made September 19, 2006.

Q, HAS USE OF POTABLE WATER BY GOLF COURSES BEEN REDUCED?
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Q.

Yes. Historically, three of the four golf courses (Sunridge Canyon, Fire Rock and

Eagle Mountain) within CCWC's service area received both a mix of potable water

from CCWC and treated sewage effluent ("effluent") from the Fountain Hills

Sanitary District ("FHSD"). The effluent was transported to the golf courses in a

network of underground pipelines, booster stations and storage ponds that were

open to the atmosphere. With prolonged exposure to the atmosphere, the quality of

the effluent stored in ponds and other water features would degrade over time and

make it less desirable to use by the Eagle Mountain and Fire Rock golf courses.

WHAT CHANGED?

Beginning in September 2006, the FHSD completed and made operational a new
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pumping and underground effluent storage facility that replaced the largest of their

existing storage ponds. This dramatic improvement in water quality, combined

with the higher price of CCWC's water, has led Eagle Mountain and Fire Rock to

change their supply mix. These two golf courses are now relying almost entirely

on effluent to meet their irrigation needs .

Q. WHAT IS FHSD'S PRICE FOR EFFLUENT?

FHSD has a fixed rate for effluent equal to 75% of CCWC's current commodity

irrigation rate.

Q. HOW DOES THE COMPANY ACCOUNT FOR THE REDUCED

REVENUES FROM GOLF COURSES IN THIS RATE CASE?

Mr. Bourassa has made a pro forma adjustment to test year revenues to account for

the significant reduction in water being purchased by golf courses, and the

resulting reduction in revenue. See Bourassa DT at 17.

v. WELL EXCHANGE
SANITARY DISTRICT.

PAYMENT FROM THE FOUNTAIN HILLS

Q- DID THE COMPANY RECEIVE A PAYMENT FROM FHSD

DURING THE TEST YEAR?

No, but it did receive a $1.52 million settlement in February 2005 from the FHSD.

THE

Q. WHY DID FHSD MAKE THIS SETTLEMENT PAYMENT?
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Prior to October 2000, the then current owner of the system, MCC) Properties

("MC()"), began discussions with the FHSD regarding the status of CCWC's well

#9. Well #9 had historically been used as a source of water for CCWC. The

District needed a means of storing and retrieving treated sewage effluent from their

tertiary advanced wastewater treatment plant. Typically, effluent is stored by

pumping into an aquifer during the winter and withdrawn and distributed to golf

courses and parks located within Fountain Hills during the remainder of the year.
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The District needed to drill an additional Aquifer Storage and Recovery (ASR)

well in the vicinity of CCWC's well #9. Aware that this new well could have an

impact on well #9, the District and MCO entered into negotiations on a well

exchange agreement. The key provision of this is that the District would supply a

new well similar in production and water quality to well #9. Well #9 was to be

taken off-line and physically isolated from the system when the new ASR well

came online.

. 8

1

2

Q- DID THE DISTRICT COMPLETE A REPLACEMENT WELL?

No, FHSD was unable to drill a well that yielded results satisfactory to the

Company. With well #9 not available for production and the likelihood of drilling

a matching well minimal, CCWC and FHSD agreed to CCWC being compensated

for an equivalent cost of water to replace that amount well #9 would have produced

over the remainder of its useful life. An impartial consultant, Carollo Engineers

prepared the study which was reviewed, commented and then approved by both

parties. Owing to the expenses the District had incurred to date to drill a

replacement well, approximately $600,000, the figure of $1.52 million was agreed

to by both parties. This was essentially a settlement we reached in order to avoid

an expensive and protracted dispute between cooperative utility providers.

Q- WAS THERE A WRITTEN AGREEMENT?
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Yes, a Well Transfer Agreement was executed in January 2005. Under the

agreement, CCWC agreed to cease use of two of its wells, the previously described

well #9, and well #8, which was never used as a potable source of water. The

Company also gave the FHSD an option to purchase the real property,

approximately 10,000 square feet, on which well #8 is located. In consideration for

all of this, the FHSD paid the Company the $1.52 million.
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1 Q. WHAT RATEMAKING TREATMENT DOES CCWC PROPOSE FOR

THIS SETTLEMENT PAYMENT?

We propose to split the proceeds with our ratepayer on an equal basis. We

understand this is consistent with other Commission decisions. Mr. Bourassa

discusses how this is accomplished in his direct testimony. Bourassa DT at l l

6 Q. DOES THAT CONCLUDE YOUR DIRECT TESTIMONY?
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Maricopa County
i
Z

Environmental Services Department
i
g
i
I

f

PUBLIC WATER SYSTEM COMPLIANCE STATUS REPORT

System Name: Chaparral City Water Co.
PWS lD#: 07-017

Type of System: Communitv Number of POE's: Q Surface Water: ¥§§
Number of Service Connections: 12550 Population Served: 24219

Assigned Monitoring Dates - Initial: 1/1/94 Phase ll: 1/1/94 Phase V: 1/1/94

Does the water system have a Certified Operator? yes

Does the system have major treatment plant deficiencies? 4
Please describe:

Date of last inspection: December 23, 2005

DQ
Please describe: System should update Microbiological Site Sampling Plan to include recent
changes to total coliform monitoring schedules and locations (this is not considered a
violation)

Does the system have major O & M deficiencies?

Does the system have water quality monitoring/reporting deficiencies? yes
Please describe: System did not submit 2007 151 quarter HAA5 results. System stated that
public notice will be included in 2007 Consumer Confidence Report. System should
resubmit missing 2006 monitoring data which was previously sent to ADEQ

General Public Water System Compliance Status? Substantial Compliance

Date of compliance review: 8/21/07 By: Laura Moorhead
Phone: (602) 506-6631

Initials:

Requested By:
Supervisor Initials:

Fax Number/ Contact:
Date:

Tracking Number:

1

Drinking Water Program
john Kolman, Manager
1001 N. Central Ave., Suite 150Phoenix, Arizona 850044940 Phone: (602) 506-6666 Fax: (602) 506-6925
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COMPANY NAME: Chaparral City Water Company

ADWR ID
Number*

Pump
Horsepower

Pump Yield

(rpm)

Casing
Depth
(Feet)

Casing
Diameter
(Inches)

Meter Size
(inches)

Year
Drilled

55-6047844not in

service)
125 1500

725
10 3/4 8 1970

55-604785(not in

service)
250 1180 765 350-20/415-16 10 1970

55-604786 350 1700 738 450-20/288-16 10 1972

55-604787 250 1100 768 300-20/468-16 10 1972

Name or Description
Capacity

(rpm)

Gallons Purchased or Obtained
(in thousands)

CAP Water Treatment Plant I 3,470 0

CAP Water Treatment Plant II 10,417 2,389,948

We1l#10 and #11 2,800 84,590

BOOSTER PUMPS FIRE HYDRANTS

Horsepower Quantity Quantity Standard Quantity Other

40 4 1,540 n/a

60 2

75 8

l00& 125 3

STORAGE TANKS PRESSURE TANKS

Capacity Quantity Capacity Quantity

3.5 1 10,000 2

1,5 1 5,000 4

1

1

1 I
2g
8
I
1

i
1

WATER COMPANY PLANT DESCRIPTION
i

I
5

E
i

5

g
x

WELLS

* Arizona Department of Water Resources Identification Number

OTHER WATER SOURCES

10



1.25 4 3,000 2

0.5 or less z

Size (in inches) Quanti
5/8 X%

% 8,587
1 4,382

1 % 162
z 163

Comp. 3 39
Turbo 3
Comp. 4 9
Tuba 4

Comp. 6 3

Tuba 6

Size (in inches) Material Length in feet
2
3
4 57,344
5
6 488,610
8 217,628

10 4,050
12 132,124
16 30,045
18 27,613

WATER COMPANY PLANT DESCRIPTION (CONTINUED)

CUSTOMER METERS

For the following three items, list the utility owned assets in each category

TREATMENT EQUIPMENT

STRUCTURES

OTHER



COMPANY NAME: Chaparral City Water Company

MONTH NUMBER OF
CUSTOMERS

GALLONS SOLD GALLON PUMPED
& Purchased
(Thousands)

JANUARY 13,052 151,360 171,093

FEBRUARY 13,074 140,780 170,693

MARCH 13,106 132,320 169,197

APRIL 13,129 165,342 204,828

MAY 13,118 175,592 256,017

JUNE 13,222 239,917 268,577

JULY 13,246 232,213 252,889

AUGUST 13,257 182,504 218,532

SEPTEMBER 13,297 177,931 201,340

OCTOBER 13,317 154,327 224,290

NOVEMBER 13,328 181,812 177,767

DECEMBER 13,345 146,115 159,100
2,080,213 2,474,323

R 8
I*

i
i

r

WATER USE DATA SHEET BY MONTH FUR CALENDAR YEAR 2006 1

I
I
E

I

8

TOTAL

Is the Water Utility located in an ADWR Active Management Area (AMA)?

( X)Yes ()NO

Does the Company have an ADWR Gallons Per Capita Per Day (GPCPD) requirement?

( X)Yes ()NO

If yes,  provide the GPCPD amount: 128
What is the level of arsenic for each well on your system. Well #10= 9.3mg/l

Well #11=10.0 mg/l
(If more than one well, please list each separately.)

Note: If you are filingfor more than one system, please provide separate data sheets for each
system.

12

i
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Q.

INTRODUCTION. PURPOSE OF TESTIMONY

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS

Robert N. Hanford, 12021 N. Panorama Dr., Fountain Hills, Arizona, 85268

2

3

4 Q~ BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY?

I am employed by Chaparral City Water Company ("CCWC" or the "Company")

as its District Manager

7 Q- DID YOU PREVIOUSLY PROVIDE TESTIMONY ON BEHALF OF THE

COMPANY IN THIS CASE?

9

10

Yes,  my direct  t est imony was filed in September,  2007,  with the Company's

application. I  a lso  pro vided t est imo ny in Sept ember ,  2008,  in suppo r t  o f

Company's motion for approval of interim rates

12 Q- WHAT IS THE PURPOSE OF THIS TESTIMONY?

14

To further support  Chaparral City's application for rate relief by responding to

certain aspects of the direct  test imony of Utilit ies Division Staff ("Start") and

RUCO. Specifically, I have reviewed the filings made by RUCO and Staff and in

my rebuttal will discuss (l) the Company's settlement with Fountain Hills Sanitary

District  ("FHSD"), (2) our recent  acquisit ion of an addit ional CAP allocat ion

(3) removal of certain wells and treatment facilit ies from rate base, (4) expense

normalization", (5) rate case expense, and (6) reduced revenues from water sales

to golf courses. Because Mr. Bourassa also addresses each of these issues, where

appropriate,  I  have also  included citat ion to  his rebut tal t est imony on these

subjects

II.

Q-

SETTLEMENT WITH FOUNTAIN HILLS SANITARY DISTRICT

PLEASE SUMMARIZE THE CIRCUMSTANCES THAT GAVE RISE TO

THE SETTLEMENT WITH FHSD?

23

24

25

26 The activities of FHSD threatened to impair two of the Company's wells, Well No

FENNEMORE CRAIG
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I

(
I

1
i8 and Well No. 9. When FHSD was unable to provide replacement water sources,

a settlement was negotiated and a settlement payment was collected by CCWC. I

provided a more detailed discussion of the background in my direct testimony

("Hanford Dt.") at 9-1 l.

II

r
E
E

8
E

F

L

Q- WHAT WOULD HAVE HAPPENED IF CCWC AND FHSD DID NOT

REACH A SETTLEMENT?

I believe we would have had to litigate with the local sewer utility service provider

or simply live with their impairment of our assets.

Q. HOW DID THE COMPANY PROPOSE TO TREAT THE PROCEEDS

FROM THE SETTLEMENT?

i\

I will leave it to Mr. Bourassa to explain the specifics of the accounting and

ratemaking treatment. Direct Testimony of Thomas J. Bourassa ("Bourassa Dt.")

at 10 & 18, Rebuttal Testimony of Thomas J. Bourassa (Rate Base, Income

Statement, Revenue Requirement, Rate Design) ("Bourassa Rb.") at 13. In simple

terms, we believe that the proceeds should be treated in a manner that shares the

benefit equally between the Company and its customers, and that is how we have

treated these proceeds on our books and in our audited financial statements. We

believe this is fair, and we also understood it was consistent with past treatment of

settlement proceeds in Commission proceedings.

Q- ARE YOU AWARE OF STAFF'S RECOMMENDATION TO RECOGNIZE

THE PROCEEDS IN A MANNER THAT SOLELY BENEFITS THE

RATEPAYERS?

Yes, I have reviewed Mr. Millsap's testimony.

recommendation.

We do not agree with his

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

Q- WHY DOES THE

RECOMMENDATION?

COMPANY DISAGREE WITH STAFF'S

FENNEMORE CRAIG
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1

Again, I will leave it to Mr. Bourassa to address the ratemaking implications of

Staff's recommendation. Bourassa Rb. at 13-15. The Company's perspective is

straight-forward-why would CCWC ever pursue litigation or settlement against a

third-party that impairs our assets if there is no benefit to the utility? The answer

is-we wouldn't, and I suspect any other utility would share a similar view. There

is too much risk. Instead, in circumstances like the FHSD settlement, we would be

better off shutting down the impaired assets, replacing them and basically starting

all over. That is the decision we would be forced to make in the future if Staffs

treatment of the settlement proceeds was adopted by theCommission. We have an

obligation to our customers, but also to our shareholders. I believe the

Commission should strike the same balance.

1

i
E
i
E

Q. IS MR. MILLSAP CORRECT THAT CCWC NEVER SOLD THE WELLS?
X

I
'
\ Yes, we still own the wells, so I guess characterizing it as a "gain on sale" is not

technically correct. I understand that the Company has actually recorded the

settlement proceeds as a "gain on settlement for removal of wells" in the 2005

Audit Report. Bourassa Rb. at 13. I assume the income to CCWC had to be

character ized in some manner,  but  I cannot  imagine how this  sort  of

characterization would support Staffs position that the Company should receive no

benefit from the settlement.

1

2

3

4

5

6

7

8

9

10

11

12

13

1 4

15

16

17

18

19

20

21

22

23

24

25

26

Q- COULD CCWC STILL SELL THE TWO WELLS?

In theory, yes. But I don't see much of a market for Well #8 which is a small

60 x 60 foot parcel in the middle of a condo complex or Well No. 9, which is an

impaired well on a third of an acre parcel right next to a strip center where the

buyer would also have to have an independent right to pump these wells in an

Active Management Area. That said, if we did find someone to buy our assets, I

don't see why that "gain on sale" couldn't be shared equally with ratepayers, just

FENNEMORE CRAIG
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like we propose for the settlement proceeds. We really thought we were trying to

be fair with our proposal

3 Q- WHAT ABOUT MR. MILLSAP'S TESTIMONY THAT YOU MADE A

MANAGEMENT DECISION TO REMOVE THE WELLS FROM

6

SERVICE?

On page 5 of his direct testimony Mr. Millsap incorrectly states that both Wells #8

and #9 were removed from service as part of the FHSD settlement. Well #8 was

historically used only as a raw water source for irrigating Fountain Park and

providing water to Fountain Lake. Well #9 was impaired and taken offline due to

its proximity to one of the FHSD's aquifer storage and recovery wells ("ASR")

All of this was handled in a cooperative and amicable negotiation process between

and FHSD and CCWC, with both parties choosing to avoid the time and expense of

litigation

14 WHAT ABOUT MR. MILLSAP'S TESTIMONY THAT CCWC REPLACED

THE WATER FROM THE IMPAIRED WELLS WITH CAP WATER. IS

THIS CORRECT?

This testimony is not quite accurate. Millsap Dt. at 13. The settlement proceeds

were used solely for backbone water infrastructure projects

16

17

18

19

20

21

22

WHAT ABOUT MR. MILLSAP'S CLAIM THAT THE COMPANY WAS

ALREADY COMPENSATED BY RATEPAYERS FOR THE TWO WELLS?

It seems to me like Mr. Millsap is claiming that the customers own our assets

They don't. CCWC bought and paid for the assets in full and through the

ratemaking process it received a return on and of that capital investment

24

25

26

D O  Y O U  H A V E  A N Y T H I N G  E L S E  T O  A D D  R E G A R D I N G  T H E

RATEMAKING TREATMENT TO BE AFFORDED THE PROCEEDS

FROM SETTLEMENT WITH FHSD., MR. HANFORD?

FENNEMORE CRAIG
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Just to reiterate that we believe our proposed sharing of the settlement proceeds is

fair, and that since the proceeds have already been treated this way, a change would

further burden CCWC, adding insult to injury because it would require the

Company and its parent to issue restated financials.

111.

Q.

ACQUISITION OF ADDITIONAL CAP ALLOCATION.

STAFF HAS RECOMMENDED A DIFFERENT RATEMAKING

TREATMENT FOR THE COMPANY'S RECENTLY ACQUIRED

ADDITIONAL CAP ALLOCATION. DOES CCWC AGREE TO STAFF'S

RECOMMENDATION?

Yes, as explained by Mr. Bourassa in his rebuttal testimony. Bourassa Rb. at 6 &

29.

Q» RUCO RECOMMENDS NO RECOVERY OF ANY OF THE COSTS

RELATED TO THE ADDITIONAL CAP ALLOCATION. HOW DO YOU

RESPOND?

RUCO's witness, Mr. Coley, claims that the additional CAP allocation is "not

currently used and useful". Coley Dt. at 20. But RUCO's view of what constitute

"used and useful" plant is far too narrow and inconsistent with the realities of

running a water utility.

Q- PLEASE EXPLAIN WHAT YOU MEAN?

\ .

1

2

3

4

5

6

7

8

9

10 A.

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

I think it is important to remember the historical perspective on this matter. The

additional allocation was made available to CCWC as part of the Arizona Water

Settlement Act, an 800 plus page piece of federal legislation that resolved decades

of contentious water issues between states and Indian tribes. All parties who

received additional CAP allocations under the act were made aware that this was a

one-time, take-it-or-leave-it proposition that would never again be made available

to CAP subcontractors.
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With this in mind we considered this acquisition of an additional renewable

water supply to also be like an insurance policy. Currently, Southern California is

facing curtailments in its surface water supplies due to ongoing dry water years and

lack of Sierra snow pack. At the same time, Nevada is spending billions of dollars

to import water from Eastern Nevada and to lower its Colorado River intakes.

These two "elephants" in the room cannot be ignored when we discuss western

water supply from the Colorado River, as the State of Arizona could also be

impacted by these events in the future. From CCWC's direct perspective, the

additional CAP allocation provides us with a drought buffer both from interstate

and intrastate demand for Colorado River supply.

E

Q. CAN YOU RECONCILE RUCO'S POSITION WITH THE INTERESTS OF

THE COMPANY AND ITS RATEPAYERS?
r
\
\\ No, I can't. Amazingly, it does not appear that RUCO can either. In response to

data requests from the Company, RUCO admitted that it is in the public interest to

reduce groundwater use in our service territory, that we should take steps to ensure

the long-term security of our water resources, that the additional allocation would

increase the amount of water we can obtain in times of curtailment, and that it

would be contrary to our customers' interests to not have this additional allocation.

If RUC() agrees that we have acted in a manner that benefits our customers and the

public interest at-large, I do not see how they can recommend that we be denied

any recovery of the cost of obtaining this beneficial asset.

Q~ BUT MR. HANFORD, ISN'T RUCO JUST SAYING THAT ALTHOUGH

YOU ACTED TO BENEFIT THE CUSTOMERS, THIS ISN'T THE TIME

FOR RECUVERY THROUGH RATES?

i
\

1

2

3

4

5
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7

8
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10
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13

14

15
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23

24

25

26

That seems to be the gist of RUCG's position. But RUCO's position ignores that

we had one opportunity to purchase an additional allocation in a fixed amount,
FENNEMORE CRAIG
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facts RUC() has also admitted in response to data requests. RUC() also ignores

business reality-CCWC's shareholder has experienced a steadily declining return

on its investment in Arizona and is not likely to retain an asset indefinitely if it is

not recovering the costs of its investment in any manner. The Company's

shareholder is not a charity in business to subsidize our ratepayers .

Q- WHAT CAN CCWC DO WITH THE ADDITIONAL ALLOCATION IF IT

IS NOT ALLOWED ANY COST RECOVERY?

We would either relinquish the asset back to CAWCD and obtain a refund of our

$1.28 million acquisition cost, or we would find some use of the water, consistent

with Arizona law and our contract with CAWCD, but likely outside of the

regulatory framework. Either way, this will mean that such water will no longer be

available to the benefit of our ratepayers. This also means, in my view, that given

all of the circumstances, the additional allocation is "currently used and useful".

Iv.

Q.

REMOVAL OF PLANT FROM RATE BASE.

BOTH STAFF AND RUCO RECOMMEND ADJUSTMENTS TO REMOVE

WELL NO. 8 AND WELL NO. 9, AND THE SHEA WATER TREATMENT

FACILITY NO. 1 FROM RATE BASE. DOES THE COMPANY AGREE

THAT THESE FACILITIES ARE NO LONGER IN SERVICE?

Yes. Well #9 was removed from service for the reasons explained above in my

testimony regarding the settlement with FHSD. And though Well #8 could, in

theory, be brought back on line we have no current plans to do so. The Shea Water

Treatment Facility No. l was removed from service in 2005 when it became

impractical and no longer cost effective to maintain the outdated technology

necessary to keep it available as a back-up.

Q,
r Q

1

2

3

4

5

6

7

8

9

1 0

1 1

1 2

1 3

1 4

1 5

1 6

1 7

1 8

1 9

2 0

2 1

2 2

2 3

2 4

2 5

2 6

WHY DIDN'T THE COMPANY REMOVE THESE ASSETS FROM ITS

RATE BASE BEFORE MAKING THIS RATE FILING?
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3

v.

Q.

It was an oversight

STAFF AND RUCO NORMALIZATION OF EXPENSES

STAFF HAS MADE ADJUSTMENTS TO "NORMALIZE" CHEMICAL

AND REPAIRS/MAINTENANCE EXPENSE. Y O U  H A V E  A N Y

COMMENT ON STAFF'S RECOMMENDED ADJUSTMENTS?

DO

6 Yes. Again, I will leave the raternaking specifics to Mr. Bourassa. Bourassa Rb. at

31-32. For my part, I simply cannot understand how Staff can use 2004 and 2005

expense levels to determine operating expenses that we will be incurring in 2009

and beyond. These expense levels are 5 and 4 years removed from the period when

we will begin to recover these expenses through rates

11 Q. WHY WERE CCWC's CHEMICAL AND REPAIRS/MAINTENANCE

EXPENSES HIGHER IN THE TEST YEAR. 2006, THAN 2004 AND 2005?

Costs for the three chemicals we primarily use, sodium hypochlorite, cationic and

anionic polymers, have increased significantly since our previous 2003 test year

These costs continue to increase. We have also seen a steady increase in contract

labor expense and materials, a trend that leads to a continued increase in Repairs

and Maintenance Expense. With these costs increasing, 2004 and 2005 expense

levels do not reflect our expenses for these operating expenses

19

20

Q- WERE THERE EXTRAORDINARY CIRCUMSTANCES THAT LED TO

THE INCREASE IN THE TEST YEAR CHEMICAL AND

REPAIRS/MAINTENANCE EXPENSE LEVELS?

No, cost increases being experienced across the board are not "extraordinary"-it

is the norm. Based on their responses to data requests, Staff does not appear to be

aware of any extraordinary reason for the increases either

22

23

24

25

26

RATE CASE EXPENSE

BOTH STAFF AND RUCO RECOMMEND DENIAL OF SOME ASPECT

FENNEMORE CRAIG
PROFESSIONAL CORPORATION

PHOENIX

A.

VI.

Q-

A.



i\

OF THE COMPANY'S REQUEST FOR RATE CASE EXPENSE. DO YOU

WISH TO COMMENT ON THESE RECOMMENDATIONS?
3
I

i

J
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r
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Hanford

Rebuttal Exhibit 1.

i
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1
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Yes. Although I note that Mr, Bourassa provides the Company's detailed

opposition to these recommendations in his rebuttal testimony. Bourassa Rb. at 22-

28. For starters, I find Staffs reduction to our rate case expense from $280,000 to

$150,000 to be bordering on confiscatory. For one thing, Staff bombarded us with

discovery in this rate case, sewing more than 300 data requests (counting subparts),

many of which were irrelevant and not applicable to the Company, and many of

which required information that appears to have had no impact on Staffs filing.

This discovery cost the Company tens of thousands of dollars in rate case expense,

not to mention the person-hours required by CCWC and American States personnel

to respond. We were served far more discovery in this case than in our last rate.

This brings me to my second point regarding Staffs recommendation.

Mr. Millsap states in his testimony that his recommendation is based on rate case

expense awarded to "comparable-sized utilities". Millsap Dt. at 32. None of these

utilities were identified in his testimony. Then, when we asked for these so-called

comparable-sized utilities" to be identified in a data request, Mr. la/lillsap started by

referring to electric and gas companies in Kansas, and then offered vague reference

to the Commission "awarding rate case expense in a number of dockets." See

Staffs response to Company data request 1.27, attached hereto as

The bottom line appears to be that Mr. Millsap cannot explain

the basis for his recommendation. Meanwhile, Mr. Millsap clearly failed to

consider our last rate case in which the Commission awarded rate case expense of

$285,000. I cannot think of a utility more comparable to CCWC than CCWC.

And given Staff s position that inflation affects our rate base and cost of capital,

surely Staff should agree that inflation impacts rate case expense making it more
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costly to process this rate case than the last one on a simple apples-to-apples

comparison.

Q. WAS THERE ANYTHING UNUSUAL ABOUT THE LAST RATE CASE AS

COMPARED TO THIS ONE THAT LED TO MORE RATE CASE

EXPENSE BEING REQUESTED AND AWARDED IN THAT LAST RATE

CASE?

No, there are always a number of contested issues in every rate case, and the taxing

requirements for multiple rounds of refiled testimony, hearings, and post-hearing

briefings always apply. Nevertheless, I would note that despite the obvious

impacts of inflation, and the weight of Staffs discovery efforts in this case, the

Company sought less rate case expense in this case than it did in the last rate ease.

We felt the amount requested, $280,000, was more than fair.
r .
I
\ Q- WILL CCWC'S SHAREHOLDER ABSORB S()ME OF THE RATE CASE

EXPENSE INCURRED FOR THIS RATE CASE?

Yes, as we always expect to be the case. Mr. Bourassa's rebuttal contains the

relevant numbers. Bourassa Rb. at 24-25. We understand and accept that some of

the expense should absorbed by

recommendation simply goes way too far.

be the Company, but Mr. Millsap's

Q- BUT ISN'T THE COMMISSION SIMPLY DETERMINING A

"NORMALIZED" LEVEL OF RATE CASE EXPENSE AS MR. MILLSAP

CLAIMS?

f
I
\
\
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This does not make any sense to me. Rate case expense is not incurred during the

test year and it is not an ordinary operating expense. It is incurred by the Company

for the exclusive purpose of obtaining rate relief, something the Company cannot

do without spending a substantial amount of money to obtain an order of the

Commission granting rate relief. The Commission should look at the total amount
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1

incurred, compare it to the amount requested and the amount awarded in other

similar rate eases and reach and award a reasonable level of rate case expense to be

recovered over a reasonable time period.

Q- THE COMPANY ALSO SOUGHT TO RECOVER, IN THIS RATE CASE,

RATE CASE EXPENSE FOR THE APPEAL OF DECISION NO. 68176

AND RESULTANT REMAND. WHY?

Because the Commission told us to seek recovery in this case when it issued the

remand decision, Decision No. 70441 (July 28, 2008). As a result, the Company

made a supplemental filing seeking to recover $258,511 for the appeal and remand,

which amount represents a removal of one half of the costs for the appeal, because

we lost one of the two issues, and just over half of the remaining amount that was

incurred.
r

I Q- ISN'T HALF A MILLION DOLLARS A LOT OF MONEY FOR THE

APPEAL AND REMAND, MR. HANFORD?

I
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It sure is. But we did not violate the Arizona Constitution and it was that violation

that led to the Court of Appeal's remand. And when the matter was remanded, we

fought hard to make the proceeding shorter, less complicated and less expensive.

Staff and RUCO argued otherwise, prevailed and then hired multiple expert

witnesses that added to the complexity of the remand and made it a lot more

expensive. That was their right, but we should not be held solely accountable for

the major expense that resulted, especially as we have only asked for roughly one-

half of what we incurred as a result of the unlawful decision. This makes Staff" s

recommended recovery of only $100,000 for the appeal and remand, not even one-

quarter of what we incurred as a result of the violation of the Arizona Constitution

by the Commission.

Q- BUT WASN'T IT A "BUSINESS DECISION" TO FILE THE APPEAL, AS
FENNEMORE CRAIG
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RUCO'S WITNESS TESTIFIES?

Yes, it is true that CCWC had to make a "business decision" whether to risk its

money asking the courts to require the Commission to follow the law. But so

what? It was the Commission that failed to follow the Constitution and the Court

that ordered the remand as a result. Had the Constitution been followed in the first

place, as CCWC argued in the rate case, none of the costs for the appeal and

remand would have resulted. And for this reason the Company should receive a

reasonable award of rate case expense.

VII. REDUCTION IN GOLF COURSE REVENUES

Q. IN THE COMPANY'S FILING, MR. BOURASSA MADE A PRO FORMA

ADJUSTMENT TO ACCOUNT FOR REDUCED WATER SALES TO

GOLF COURSES IN CCWC'S CCN. HAS THAT TREND CONTINUED?
z
1\

\ Yes, although in our filing Mr. Bourassa only had available 2006 revenues and the

reduction in revenues did not begin occurring until the second half of the Test

Year. Now we know that our irrigation sales to the four golf courses we serve

decreased from 765.4 ac-ft in 2006 to 196.5 ac-ft in 2007. Further, through the end

of the third quarter of 2008, total irrigation sales are within 5% of 2007 sales for

the same period in 2007.

Q- RUCO MADE AN ADJUSTMENT TO UTILIZE THE WATER SALES TO

GOLF COURSES IN 2007, RATHER THAN ADOPT MR. BOURASSA'S

PRO FORMA ADJUSTMENT. IS RUCO'S ADJUSTMENT ACCEPTABLE

TO THE COMPANY?

\
\\
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Yes, we believe that RUCO's revenues from water sales are a better reflection of

the level of water sales to golf courses we can expect in the future, a minor benefit

resulting from the unfortunate delay in processing this rate application.

Mr. Bourassa further explains the Colnpany's acceptance of RUCO's adjustment in
FENNEMORE CRAIG
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his rebuttal testimony. Bourassa Rb. at 28

2 Q. IS  IT  PO S S IB LE TH A T R EV EN U ES  FR O M  W A TER  S A LES  W ILL

CONTINUE TO DECLINE IF RATE INCREASES ARE AWARDED?

Yes, especially given the fact that we are seeking to address an anomaly in our rate

design with respect to irrigation water. See Bourassa Dr. at 17. But, at this time

we cannot know for sure if future sales will decline further beyond what we have

seen since mid-2006 and continuing today, or by how much. We will have to leave

that question for our next rate case

9 Q. DOES THAT CONCLUDE YOUR REBUTTAL TESTIMONY?

Yes, although I wish to note that my silence on any issue raised by Staff or RUCO

should not be construed as the Company's acceptance

FENNEMORE CRAIG
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HANFQRD REBUTTAL
EXHIBIT 1



STAFF'S RESPONSE TO THE
FIRST SET OF DATA REQUESTS

FROM CHAPARRAL CITY WATER COMPANY
TO THE ARIZONA CORPORATION COMMISSION STAFF

Docket No. W-02113A-07-0551
October 16. 2008

1.27 .  Identi fy each and every "comparable s ized" uti l i ty considered by Staff  in
reaching its recommended level  of rate case expense as testif ied to by Mr
Millsap (Dt at 32)

Response B a s e d  o n  M r .  M i l l s a p ' s e x p e r i e n c e  w i t h  t h e  K a n s a s
Commission, he considered companies such as Empire District Electric
Company, Peoples Natural Gas, Western Resources and One OK

In addition, St a f f notes that rate case expense has been awarded by the
Commiss ion in a  number of  dockets ,  inc luding ,  but not l imi ted to
Arizona-American. docket no. 05-0405; Arizona Water_ docket no 02
0619. Pine Water. docket no.03-0279

Respondent: Marvin Millsap, Eli jah Abinah

27
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DOCKET NO. W-02113A-07-

E

IN THE MATTER OF THE APPLICATION
OF CHAPARRAL CITY WATER
COMPANY, INC., AN ARIZONA
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1 1.

Q.

INTRODUCTION AND QUALIFICATIONS.

PLEASE STATE YOUR NAME AND ADDRESS.

My name is Thomas J. Bourassa. My business address is 139 W. Wood Drive,

Phoenix, Arizona, 85029.

Q- WHAT IS YOUR PROFESSION AND BACKGROUND?

I am a Certified Public Accountant and am self-employed, providing consulting

services to utility companies as well as general accounting services. I have a B.S.

in Chemistry/Accounting from Northern Arizona University (1980) and an M.B.A.

with an emphasis in Finance from the University of Phoenix (1991).

Q- COULD YOU BRIEFLY SUMMARIZE YOUR PRIOR WORK AND

REGULATORY EXPERIENCE?

Yes. I was employed by High-Tech Institute, Inc., and served as controller and

chief financial officer, prior to becoming a private consultant. Prior to working for

High-Tech Institute, I worked as a division controller for the Apollo Group, Inc.

Before joining the Apollo Group, I was employed at Kozo ran & Ker rode, CPAs.

In that position, I prepared compilations and other write-up work for water and

wastewater utilities, as well as tax returns.

In my private practice, I have prepared and/or assisted in the preparation of

several water and wastewater utility rate applications before the Arizona

Corporation Commission ("Commission"). A summary of my regulatory work

experience is attached.
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ON WHOSE BEHALF ARE YOU TESTIFYING IN THIS PROCEEDING?

I am testifying in this proceeding on behalf of the applicant, Chaparral City Water

Company ("CCWC" or "the Company"). In this proceeding, CCWC is seeking a

determination of (i) the fair value of its utility properties for ratemaking purposes,

(ii) a fair and reasonable rate of return thereon, and (iii) increases in its rates and
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charges for water utility service in its certificated service area, which is located in

Maricopa County.

11.

Q.

OVERVIEW OF THE COMPANY'S APPLICATION.

WHAT IS THE PURPOSE OF YOUR DIRECT TESTIMONY?

My direct testimony in this proceeding is being filed in two parts. In this portion

of my direct testimony, I am sponsoring testimony that addresses the Company's

rate base, its income statement (revenue and operating expenses), its required

increase in revenue, and its rate design and proposed rates and charges for service.

Schedules A through H, except the D and G schedules, are attached to this portion

of my direct testimony. I was responsible for the preparation of these schedules

based on my investigation and review of the relevant books and records for the

Company.

In the second portion of my direct testimony, to which the D schedules are

attached, I address cost of capital. The Company is requesting a return on

common equity of l0.5%. As shown on Schedule D-1, the Company's capital

structure consists of approximately 23 percent debt arid 77 percent equity. The

weighted cost of capital is 9.32 percent.

For the convenience of the Commission and the parties, the two portions of

my direct testimony, each with the relevant schedules attached, are being filed

separately in this case.
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Q~ WHY DID THE COMPANY OMIT THE "G" SCHEDULES?

CCWC omitted the "G" Schedules because CCWC is proposing to follow the

same inverted tier rate design approved by the Commission in the last rate case.

A COSS was prepared in the last rate ease and its implications did not influence

the current rate design. Since this Commission has adopted the same basic rate

design for the past several years and the Company proposes the same rate design
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in the instant case, a COSS is unnecessary. The "G" schedules were omitted

because they were an unnecessary expense in this case.

Q- PLEASE SUMMARIZE THE COMPANY'S APPLICATION.

The test year used by CCWC is the 12-month period ending December 31, 2006.

The Company has also proposed certain pro forma adjustments to take into

account Known and measurable changes to rate base, expenses and revenues.

These pro forma adjustments are consistent with normal ratemaking and with the

Commission's rules and regulations. They are also necessary to obtain a normal

or realistic relationship between revenues, expenses and rate base.

As stated above, the Company is requesting an overall return of

9.32 percent on its fair value rate base. The resulting increase in revenues needed

to provide that return is approximately $3,()63,400, an increase of approximately

41.14 percent over the adjusted and annualized test year revenues.

Q- WHY IS CCWC FILING FOR RATE INCREASES AT THIS TIME?

The Company's last rate increase was approved on September 30, 2005 (Decision

68176) using a test year ending December 31, 2003. Since that time, CCWC has

made significant investments in plant, and various operating expenses have

increased. The Company's current rate of return on fair value rate base, based on

the adjusted test year data, is approximately 2.77 percent. Consequently, rate

increases are necessary to ensure that the Company has an opportunity to ham a

fair return on the fair value of its utility plant and property devoted to public

service.

Q- WHAT IS THE STATUS OF THE PRIOR DECISION?
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The Company appealed Decision 68176. On February 13, 2007, the Arizona

Court ofAppeals issued its Memorandum Decision, remanding Decision 68176, in

part, back to the Commission. The remand proceeding (Docket No. W-02113A-



04-0616) is currently proceeding before the Commission.

Q. WHAT IS AT ISSUE IN THE REMAND PROCEEDING?

From a ratemaking perspective, the question is how the Company's operating

income in the last rate case should have been determined consistent with the Court

of Appeal's decision. Practically speaking, the remand proceeding is about

whether the Commission Should have approved higher rates, and if so, how to

remedy the problem.
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Q. HOW WILL THE OUTCOME OF THE REMAND PROCEEDING

IMPACT THIS RATE CASE?

14

15

Q.

The remand proceeding itself will not have an impact on the revenue requirement

in the instant case. What may change is the required increase in the revenue

requirement in the instant case over the revenue requirement approved in the

remand proceeding.

PLEASE EXPLAIN.

For example, if the revenue requirement and rates for the prior case are set higher

in the remand proceeding, then the difference between the Colnpany's proposed

revenue requirement in the instant case and the adjusted test year revenues will be

smaller (along with the needed percentage increase). Again, however, the

Company's total proposed revenue requirement in the instant case will not be

impacted.

21 Q- BUT MR. BOURASSA, WOULDN'T YOU AGREE THAT THE REMAND

PROCEEDING COULD HAVE AN IMPACT ON THE MANNER IN

WHICH OPERATING INCOME IS DETERMINED IN THE INSTANT

25 A.

A.

A.

A.

CASE?

It could, but I prefer not to speculate and that is all anybody can do at this time.

1



1 111.

Q2

SUMMARY OF A. E AND F SCHEDULES

MR. BOURASSA, LET'S TURN TO THE COMPANY'S SCHEDULES

PLEASE DESCRIBE THE SCHEDULES LABELED AS A. E. AND F

The A-1 Schedule is a summary of the rate base, adjusted operating income

current rate of return, required rate of return, operating income deilciency, and the

increase in gross revenue. Revenues at present and proposed rates and customer

classifications are also shown on this schedule

The A-2 Schedule is a summary of results of operations for the test year

prior years, and a prob ected year at present rates and proposed rates

Schedule A-3 contains the Company's capital structure for the test year and

the two prior years

Schedule A-4 contains the plant construction, and plant in service for the

test year and prior years. The projected plant additions are also shown on this

schedule

Schedule A-5 is the summary of the Company's changes in financial

position (cash flow) for the prior two years, the test year at present rates, and a

projected year at present and proposed rates

The E Schedules are based on CCWC's actual operating results, as reported

by the Company in annual reports filed with the Commission. The E-l Schedule

contains the comparative balance sheet data for the years 2004, 2005, and 2006

Schedule E-2, page l, contains the income statement for the years 2004

2005. and 2006

Schedule E-3 contains the statements of changes in the Company's

financial position for the test year and the two prior years

Schedule E-4 provides the changes in stockholder's equity

Schedule E-5 contains the Company's plant in service at the end of the test
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year, and one year prior to the end of the test year.

Schedule E-7 contains operating statistics for the years ended December 31,

2004, December 31, 2005, and December 31, 2006.

Schedule E-8 contains the taxes charged to operations.

The accountant 's notes to  the financial statements and the financial

assumptions used in preparing the rate filing schedules are shown on Schedules

E-9 and F-4, respectively, in accordance with the Commission's standard filing

requirements. The Company has stand-alone audited financial statements

prepared, which are included in the Company's schedules.

PLEASE CONTINUE.

Schedule F-1 contains the results of operations at the present rates (actual and

adjusted), and at proposed rates.

Schedule F-2 contains the summary of changes in financial position (cash

flow) for the prior two years, the test year at present rates, and a projected year at

present and proposed rates.

Schedule F-3 shows the Company's projected construction requirements

for 2004, 2005, and 2006.

Schedule F-4 contains the assumptions used in developing the adjustments

and projections contained in the rate filing.
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Iv.

Q.

RATE BASE (B SCHEDULES).

WOULD YOU EXPLAIN THE RATE BASE SCHEDULES, WHICH ARE

LABELED AS THE B SCHEDULES?

Yes. I will start with Schedule B-5, which is the working capital allowance. The

results produced by the "formula method" of computing the working capital

allowance are shown only for informational purposes on Schedule B-5. The

Company is not requesting a working capital allowance in this case, as re fiected
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on Schedules Bl, BE, and BE.

Q. WHY ISN'T THE COMPANY SEEKING WORKING CAPITAL?

In order to simplify this filing and to reduce issues that might be in dispute.

Q. PLEASE CONTINUE WITH YOUR DISCUSSION OF THE RATE BASE

SCHEDULES.

Schedule B-4 contains reconstruction cost new less depreciation ("RCND") plant

information. There are B~4 schedules for both the Company's plant base as well

as the General Office plant base.

Q- WHAT IS THE GENERAL OFFICE PLANT?

While CCWC maintains a local office in Fountain Hills, the Company's

accounting, billing, and customer call center operations are primarily performed

by American States in California. General Office plant is the plant required for

American States to perform these functions for all of its water operations,

including CCWC. The plant amounts allocated to CCWC and included in rate

base are based on a four-factor formula: (1) customer numbers, (2) utility plant,

(3) expenses, and (4) labor costs.

The percentage allocated for CCWC is quite low, 3.21 percent, due to the

small size of its plant, customer base and expenses relative to other operations.

Q- WHY IS THE COMPANY SUBMITTING SCHEDULES SUPPORTING

AN RCND RATE BASE?

Because we are required to by the Commission's rules. See R14~2-103.13.
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Q. HOW WERE THE RCN PLANT BASES DETERMINED?

The RCN plant bases were developed using the Handy-Whitman Bulletin 155

Plateau Region (HW Bulletin l55) and the U.S. Department of Labor Consumer

Price Index for All Urban Consumers (CPI-U).

The plant~in-service or plant asset listing at the end of the test year was first
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summarized by asset class (account) and vintage year. An appropriate cost index

number was assigned to each asset  class and vintage year. Handy-Whitman

Bulletin 155, Plateau Region was used as the cost index source for construction

plant ,  and the CPI-U was used as t he cost  index source fo r  cer t ain non

construction plant items such as computers and transportation equipment. To

restate the original cost in current dollars, the original cost was multiplied by a

cost factor for each asset class and vintage year. The cost factor is the ratio of the

cost index number at the end of 2006 and the cost index number assigned

9 Q DID YOU TREND LAND, ORGANIZATION. FRANCHISE AND OTHER

INTANGIBLE PLANT?

11 A No. Although not trending these components of plant results in an understatement

of current value, I did not trend land, organization, franchise or other intangible

plant in order to simplify this filing and to reduce issues in dispute in this case

Q- HOW DID YOU TREND ACCUMULATED DEPRECIATION?14

15 A Trended accumulated depreciation was determined for each asset class by

multiplying the original cost accumulated depreciation balance by asset class at

the end of the test year by the ratio of the asset class trended RCN plant base and

the asset class original cost plant base

19 Q How DID YOU TREND ADVANCES IN AID OF CONSTRUCTION AND

CONTRIBUTIONS IN AID OF CONSTRUCTION?

21 A Advances in aid of construction ("AlAC") and contributions in aid of construction

("CIAC") were trended using the ratio of the total of the trended RCN plant base

to the total of original cost plant base

24 Q HAVE YOU PREPARED A SCHEDULE SHOWING ADJUSTMENTS TO

THE RCND RATE BASE?

26 A Yes. Schedule B-3, page 1 shows those adjustments. Schedules B-3, pages 2
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2

3

4
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through 8 are the supporting schedules.

Adjustment number 1 increases accumulated depreciation at the trended

amount of the difference between the book balance of accumulated depreciation at

the end of the test year and the computed accumulated depreciation balance.

Adjustment number 2 increases plant in service for the trended allocated

General Office plant cost.

Adjustment number 3 increases accumulated depreciation for the trended

allocated general office plant accumulated depreciation.

Adjustment number 4 increases the CIAC at the trended amount of

unrecorded amortization.

Adjustment 5 removes deferred income tax amounts related to goodwill.

Since goodwill has not been included in rate base, the related deferred tax

amounts should be excluded from rate base.

Adjustment 6 reflects the amortized portion of a regulatory liability of

$760,000 established by the Company in 2005. I will explain regulatory liability

further below.

Adjustment 7 reflects an increase to deferred regulatory assets for the

purchase of an additional CAP allocation. I will explain this adjustment further

below.

20 Q- HAVE YOU PREPARED A SCHEDULE SHOWING ADJUSTMENTS TO

THE ORIGINAL COST RATE BASE?

22 A. Yes. Schedule B-2, page 1, shows adjustments to the original cost rate base.

Schedules B-2, pages 2 through 8 are the supporting schedules. These

adjustments are, in summary:

Adjustment number l increases accumulated depreciation by the amount of

the difference between the book balance of accumulated depreciation at the end of
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1 the test year and the computed accumulated depreciation balance.

Q. DO THE PLANT AND ACCUMULATED DEPRECIATION SHOWN ON

SCHEDULE B~2 AND SCHEDULE B-3 REFLECT THE LAST

COMMISSION RATE ORDER?

Yes. The plant shown on Schedule B-2 started with the Commission-detennined

plant from the last rate case. Plant additions and retirements since the test year in

that case have been added to and deducted from total plant shown on schedule B-

2. The B-2 schedules, pages pa through ad, show the details for the recomputed

accumulated depreciation through the end of the test year using half-year

convention for depreciation. Corresponding adjustments were made to the RCND

rate base, as shown on Schedule B-3.
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Q- PLEASE CONTINUE WITH YOUR DISCUSSION OF THE RATE BASE.

Adjustment number 2 increases plant in service for the allocated General Office

plant cost.

Adjustment number 3 increases accumulated depreciation for the allocated

general office plant accumulated depreciation.

Adjustment number 4 increases the CIAC at the computed amount of

unrecorded amortization.

Adjustment 5 removes deferred income tax amounts related to goodwill.

Since goodwill has not been included in rate base, the related deferred tax

amounts should be removed.

Adjustment 6 reflects the amortized portion of a regulatory liability of

$760,000 established by the Company in 2005. The regulatory liability reflects

one-half of the gain of $1,520,000 as a result of an agreement with the Fountain

Hills Sanitary District ("FHSD"). The details of this payment, which was

essentially a settlement over the value of two of the Company's wells, are
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discussed by Mr. Robert Hanford in his direct testimony. Hanford DT at 9-10

2 Q WHY DID THE COMPANY ESTABLISH A REGULATGRY LIABILITY

FOR ONE-HALF OF THE GAIN FROM THE SETTLEMENT WITH THE

FHFD?

5 A There is precedent by this Commission to share extraordinary gains equally

between the Company's shareholders and its rate payers. See Arizona Water

Company-Eastern Group, Decision No. 66849 (March 19, 2004) at 32-35. To

help eliminate issues that might be in dispute in this rate case, CCWC proposes to

share the gain with rate payers

Q IS THE GAIN AMOUNT A DEDUCTION FROM RATE BASE?10

11 A Yes, thus, including the shared gain reduces the revenue requirement. As I will

discuss later, the Company also proposes to include amortization of the gain

operating expenses which further reduces the revenue requirement

in

Q. HAVE YOU MADE ANY OTHER ADJUSTMENTS TO RATE BASE?14

15 A Yes. Adjustment 7 increases rate base by $1.28 million, the amount to be paid by

CCWC by December 31, 2007, for an additional allocation of CAP water. See

Hanford DT at 5-7

18 Q WHY IS THE COMPANY PROPOSING RATE BASE TREATMENT FOR

THE COST OF ACQUIRING AN ADDITIONAL CAP ALLOCATION?

20 A

Q24

25 A

Because it is an investment in water supply purchased using paid-in-capital. If the

shareholder is going to pay the cost of securing the most safe and reliable water

supplies for CCWC's ratepayers, then the shareholder should be awarded with a

return on the fair value of that asset

ISN'T THIS POST TEST YEAR PLANT. MR. BOURASSA?

Yes, but not in the traditional sense

FENNEM ORE CRAIG
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1 Q. PLEASE EXPLAIN

2 A To the extent that I have made an adjustment to the test year rate base amount to

recognize an asset acquired after the test year, yes. However, the cost of the CAP

allocation is entirely known and measurable, as is the cost of the annual capital

service charge I used as the basis of the proforma adjustment to the income

statement I discuss in the next section of my testimony

Q. BUT HAVEN'T YOU CREATED A MISMATCH BETWEEN RATE BASE7

8

9 A

REVENUES AND EXPENSES?

Not at all. The additional allocation of CAP water is revenue neutral as it is not

anticipated to generate any additional revenues for the Company. On the expense

side, the annual service charge will be charged as long as the Company holds the

additional allocation of CAP water, therefore this adjustment is now known and

measurable. However, I have not made any adjustment to operating expenses for

the cost of delivery of water from the additional allocation. That cost is not

known and measurable at this time because the Company does not yet know how

much of the additional CAP allocation it will use

Q17

18 A believe so. As explained in Mr. Hanford's direct testimony, the Company has

been presented with a unique opportunity to acquire additional surface water

supplies. Hanford DT at 5. This additional allocation gives the Company

additional opportunities to (1) further promote the conservation of groundwater

(2) better withstand reductions in the amount of CAP water available in the State

and (3) meet increases in demand. Given these benefits to ratepayers, and that

this is a one-time, all-or-nothing option, I believe the acquisition of the additional

CAP water is appropriate for rate base treatment

IS THE ADDITIGNAL CAP ALLOCATION USED AND USEFUL?

I
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Q- HOW WAS THE PROPOSED "FAIR VALUE" RATE BASE SHOWN ON

A-1 DETERMINED?

The fair value rate base ("FVRB") shown on Schedule A-1 is based on an equal

weighting of original cost rate base ("OCRB") and reconstruction cost rate base

Q- WHY HAS THE COMPANY CHOSEN AN EQUAL WEIGHTING OF

OCRB AND RCND AS FVRB?

To be conservative and to minimize potential areas of dispute.

Q- WHAT DO YOU MEAN BY "CONSERVATIVE", MR. BOURASSA?

As I understand the concept of "fair value," which is used in setting rates in

Arizona, the value of the plant and property on which the Company is entitled to

earn a fair return should be its current value, as opposed to its book or original

cost. A strict application of original cost fails to take into account increases in

construction costs and similar changes that would cause the current value of the

plant and property to be greater than original cost. Thus, averaging the OCRB and

the RCRB to determine the FVRB is a "conservative" approach.
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v.

Q-

INCOME STATEMENT (C SCHEDULES).

LET'S MOVE ON TO THE C SCHEDULES. PLEASE EXPLAIN THE

ADJUSTMENTS YOU ARE PROPOSING TO THE INCOME

STATEMENT AS SHOWN ON SCHEDULES C-1 AND C-2.

The details of the adjustments are shown on Schedule C~2. The adjustments are

then carried forward to the C~1 Schedule, which contains the adjusted test year

income statement.

Adjustment I annualized depreciation expense. The depreciation rates used

were approved in the prior rate case and are asset class specific. The depreciation

calculations include the General Office plant.
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Adjustment 2 increases the property taxes based on proposed revenues

The Company's adjustment recognizes the recently passed Arizona legislation

(H.B. 2779) now codified in A.R.S. § 42-15001, entitled "Assessed Valuation of

Class One Property"). The law reduces the assessment ratio % percent (0.5%) for

the next 10 years starting in 2006. The Company has proposed a 23% assessment

rate which will be in effect for the property tax year 2009

7 Q HOW DID YOU COMPUTE THE PROPERTY TAXES AT PROPOSED

9 A

RATES?

To determine full cash value, I used the method employed by the Arizona

Department of Revenue Centrally Valued Properties ("AD()R" or "the

Department"). This method determines full cash value by using twice the average

of three years of revenue, plus an addition for CWIP and a deduction for the book

value of transportation equipment. in the instant case, I used two times the

adjusted revenues for 2006, and revenues at proposed rates. The assessed value

(24 percent of full cash value) was then multiplied by the property tax rate to

determine adjusted property tax expense

Q IS THIS CONSISTENT WITH PRIOR COMMISSION DECISIONS?17

18 A Yes. It is the same methodology used by the Commission in the last rate case for

the Company. Chaparral City Water Company, Decision No. 68176

(September 30, 2005), at 13-15. It has been used by the Commission consistently

for water and sewer utilities for the past several years. Et . , Black Mountain

Sewer Corporation, Decision No. 69164 (December 5, 2006), at 10-12, Rio Rico

Utilities, Decision No. 67279 (October 5, 2004), at 8, Arizona Water Company

Decision No. 64282 (December 28, 2001) at 12-13, Bella Vista Water Company

Decision No. 65350 (November 1, 2002), at 16, Arizona-American Water

Company, Decision No. 67093 (June 30, 2004), at 9-10
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Q WHY HAS THE COMMISSION UTILIZED THIS METHODOLOGY?1

2 A In the Commission's own words, "using only historical revenues to calculate

property taxes to include in the cost of service fails to capture the effects of future

revenue from new rates. and can result in an understatement or overstatement of

property tax expense." Decision No. 67093 at 9-10. When it comes to property

tax expense, each utility has the same characteristics, only the numbers change

So there is no reason to change the ratemaking formula

8 Q PLEASE CONTINUE WITH YOUR DESCRIPTION OF THE INCOME

STATEMENT ADJUSTMENTS

10 A Adjustment 3 annualized wages and salaries and reflects wage increases granted in

January 2006

Adjustment 4 shows the rate case expense. The Company is proposing

$280,000 of rate case expense to be amortized over three years

14 Q HOW DID YOU DETERMINE THE AMCUNT OF RATE CASE

16 A

EXPENSE?

The $280.000 is an estimate based on the last rate case. It is the same as the

amount authorized in the last rate case and I felt it was an appropriate starting

point in this case. My adjustment for rate case expense will have to be revisited

periodically as the rate case progresses

20 Q WHY IS THE COMPANY PROPOSING TO USE A THREE-YEAR

AMORTIZATION PERIOD ?

22 A This is approximately the time period since the last filing. American States

intends for Chaparral City to file at intervals consistent with its other water

subsidiaries, which is on average every three years. Consequently, the use of a

three-year amortization period is appropriate

FENNEMQRE CRAIG
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1 Q- IS THERE UNRECOVERED RATE CASE EXPENSE FROM THE PRIOR

CASE?

Yes. In the prior case, rate case expense was amortized over 4 years. Since the

prior Decision was not issued until September 2005 and new rates were not

effective until October 2005, there remains unrecovered rate case expense from

the prior case. I have included unrecovered rate case expense in the computation

and recast the annual amount to be included in operating expenses in the instant

case.

Q- THANK you. PLEASE CONTINUE WITH YOUR DISCUSSION OF THE

INCOME STATEMENT.

Adjustment 5 annualized purchased water expense for Central Arizona Project

("CAP") water costs using 2008 rates and for groundwater replenishment fees

assessed by the Central Arizona Ground Water Replenishment District. This

adjustment also incorporates the additional gallons from the revenue annualization

adjustment 6 and incorporates additional CAP water allocation of 1,931 acre feet

the Company will acquire by the end of 2007. I have discussed this additional

allocation above in my testimony on the rate base.

Q. YOU INCLUDED THE ANNUAL CAP WATER SERVICE CHARGES IN

THE COMPUTATION OF PURCHASED WATER?

Yes. The amount for the additional CAP allocation water service or capital

charge included in operating expenses is approximately $40,500. This amount has

to be paid by CCWC whether or not it takes any of the additional allocation.
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Q. PLEASE CONTINUE.

Adjustment 6 annualized revenues to the year-end number of customers for each

meter size. This adjustment is intended to increase revenues on the basis that the

number of customers at year-end were receiving service during the entire 12
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months of the test year. The annualization for most meter sizes was based on the

number of customers at the end of the test year, compared to the actual number of

customers on each size meter during each month of the test year. Average

revenues by month were computed for the test year for each meter size. The

average revenues were then multiplied by the increase (or decrease) in number of

customers for each month of the test year. The annualization for the 4 inch and 6

inch irrigation meters is based on changes in the amount of potable water sold to

golf courses.

Q- WHY DOES THE REVENUE ANNUALIZATION REDUCE REVENUES

IN THIS CASE?

At least two golf course customers are no longer relying on and/or have

significantly reduced the use of potable water for golf course irrigation. The golf

courses are instead relying more and/or exclusively on effluent water. It appears

that the Company has been successful in complying with the last rate case

decision which required that the Company work to reduce the use of groundwater

on golf courses. Mr. Hanford discusses this further in his testimony. Hanford DT

at 7-9.
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Q IS THE LOSS OF GOLF COURSE WATER SALES A KNOWN AND

MEASURABLE CHANGE TO THE TEST YEAR?

Yes. I have used 7 months of actual data from January through July 2007 and 5

months of projected data. A full 12 months of actual data will be available in

3 months, well before any other party's direct filing deadline comes around. The

reduction in water sales must be included as an adjustment to the test year

revenues to obtain a more normal or realistic test year. And the Company

shouldn't be penalized for helping to accomplish additional conservation of

groundwater in its CCN.
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Q. PLEASE CONTINUE.

Adjustment 7 removes non-utility revenues and expenses to eliminate the effects

on income taxes.

Adjustment 8 annualized purchased power costs based on rate increases

implemented late last year by Salt River Project ("SRP").

Adjustment 9 annualized purchased power costs based on rate increases

implemented earlier this year by Arizona Public Service Company ("APS").

Adjustment 10 annualized purchased power based on additional gallons

from the revenue annualization performed in adjustment 6 while taking into

account the purchased power increases from SRP and APS in adjustments 8 and 9.

Adjustment 10 is intended to match additional revenues from the revenue

annualization.

Adjustment ll reflects the amortization of the shared gain on the settlement

payment by FHSD discussed above. The amortization period proposed is 10

years. The amortization reduces operating expenses by $76,000 and ultimately

reduces the revenue requirement.

Adjustment 12 synchronizes interest expense with the Company's FVRB.

The weighted cost of debt from Schedule D-l is multiplied by the FVRB

contained on Schedule B-1 to derive the interest expense for computation of the

income taxes.

discussed above.

$64,000 annually.

Adjustment 13 reflects the amortization of the addition CAP allocation as

The Company proposes a 20-year amortization period or

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

Adjustment 14 reflects the change to incomes taxes at the effective tax rate

under proposed revenues.
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RATE DESIGN (H SCHEDULES).

WHAT ARE THE COMPANY'S PRESENT RATES

The monthly charges at present rates are listed below.

All Classes

Meter
Size

Monthly
Minimum

Gallons included
in Monthly Minimum

3/4

1

1 1 /2

2

3

4

6

8

10

12

$ 13.60

35 22.70

$ 45.40

35 73.00

$ 146.00

$ 227.00

$ 454.00

$ 730.00

$11043.00

$1,980.00

0

0

0

0

0

0

0

0

0

0

Fire Hydrants used for
Irrigation 32 146.00 0

Fire Hydrants basic
Service 38

$

0.00

10.00

0

0Fire Sprinkler

The commodity charges and tiers by meter size are:

Residential, Commercial and Industrial Class
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Mater
Size Tier (gallons)

Charge
per 1,000 gallons
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1

1 3/4

1

1 1/2

2 1

3

4

6

1 to 3,000

3,001 to 9,000

Over 10,000

1 to 24,000

Over 24,000

1 to 60,000

Over 60,000

to 100,000

Over 100,000

1 to 225,000

Over 225,000

1 to 350,000

Over 350,000

1 to 725,000

Over 725,000

8 1 to 1,125,000

10

12

Qver 1,125,000

1 to 1,500,000

Over 1,500,000

1 to 2,250,000

Over 2,250,000

$ 1.68

S 2.52

3 3 .03

$  2 .52

8 3 .03

$ 2.52

35 3.03

$  2 .52

$ 3 .03

$ 2.52

EB 3.03

$ 2.52

:S 3.03

$  2 .52

8 3 .03

8 2.52

$ 3.03

$ 2.52

$ 3.03

$ 2.52

SB 3.03

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

$1.56

Irrigation Class

All Meter Sizes All gallons

Fire Hydrant Irrigation and Construction Class

All Meter Sizes All gallons $1.56
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Standpipe (Fire Hydrants)

All Meter Sizes All gallons

Fire Sprinklers

All Meter Sizes

$2.52

All gallons $2.52

Q WHAT ARE THE C()MPANY'S PROPOSED RATES?6

7 A The monthly charges at proposed rates are listed below

All Classes

Meter Monthly
Minimum

Gallons included
in Monthly Minimum

0

0

0

$ 18.56

$ 30.97

38 61 .95

$ 99.61

$ 199.21

$ 309.74

$ 619.47

$ 996.07

$1423.15

$2,701.67

0

0

Fire Hydrants used for
Irrigation 53 199.21

Fire Hydrants basic
Service $

$

0.00

10.00Fire Sprinkler
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The commodity charges and tiers by meter size are

Residential. Commercial and Industrial Class

Meter
Tier (gallons)

Charge
per 1,000 gallons

3.001 to 9.000

Over 10.000

1 to 24.000

Over 24.000

1 to 60.000

Over 60.000

1 to 100.000

Over 100.000

1 to 225.000

Over 225.000

1 to 350.000

Over 350.000

1 to 725.000

Over 725.000

Ito 1.125.000

Over 1.125.000

1 to 1.500.000

Over 1.500.000

1 to 2.250.000

Over 2.250.000

$2.292

35 3.438

$4.134

8; 3.438

$4.134

$3.438

$4.134

$ 3.438

$4.134

8 3.438

$4.134

$3.438

$4.134

8 3.438

$4.134

$ 3.438

$4.134

$3.438

$4.134

$3.438

$4.134

FENNEMORE CRAIG
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$3.438

$3.438

Irrigation Class

All Meter Sizes All gallons

Fire Hydrant Irrigation and Construction Class

All Meter Sizes All gallons

Standpipe (Fire Hydrants)

All Meter Sizes All gallons

Fire Sprinklers

All Meter Sizes All gallons $3.438

$3 .438

Q- HAS THE COMPANY PROPOSED A CHANGE IN THE RATE DESIGN?

A. We have utilized the same rate design the Commission established for CCWC in

the last rate case. The % inch metered customers continue to have an inverted

three-tier design while the 1 inch and larger meters continue have an inverted two-

tier design. Rate increases were spread evenly across all classes of customers

with the exception of the irrigation and construction class. For the irrigation and

construction class, the commodity charge has been set to the same level as the

standpipe and fire sprinkler commodity charges. However, under present rates,

the irrigation and construction class had the lowest commodity charge -

lower than the first tier of the % inch metered residential customers. There is no

good reason for the disparity and I have eliminated it.

in fact,

Q. WHAT IS THE IMPACT OF THE COMPANY'S PROPOSED RATES ON

AN AVERAGE % INCH METERED RESIDENTIAL CUSTUMER?

The present monthly bill for a 3/1 inch metered residential customer using an

average of 8,450 gallons is $32.38. The proposed monthly bill for a % inch

1
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9

1 0

11

1 2

13
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1 6

1 7

1 8

1 9

2 0

21

2 2

2 3

2 4

2 5

2 6

metered residential customer using an average of 8,450 gallons is $44.17

increase of$l 1.80 or 36. 45% over the present rates.

an
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WHAT IS THE IMPACT OF THE COMPANY'S PROPOSED RATES ON

AN AVERAGE 1 INCH METERED RESIDENTIAL CUSTOMER?

The present monthly bill for a 1 inch metered residential customer using an

average of 10,095 gallons is $48.14. The proposed monthly bill for a l inch

metered residential customer using an average of 10,095 gallons is $65.68

increase of $17.56 or 36.43% over the present rates.

an

ARE THERE ANY CHANGES TO THE MISCELLANEOUS SERVICE

CHARGES?

No.

ARE THERE ANY CHANGES TO THE METER AND SERVICE LINE

INSTALLATION CHARGES?

No.

DOES THE COMPANY HAVE AN EXISTING OFF-SITE-FACILITIES

HUF?

Yes. The existing off-site facilities HUF is used, and has been used for off-site

facilities to provide water production, delivery, storage and pressure to new

service connections. No change is proposed.

DOES THAT CONCLUDE YOUR TESTIMONY?
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Yes.
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Prwagmannsld schedules and restitied an .Rare
88134, Pl3nt,..Ltibome'Statéi'nént. and
Revenue Requitement, Assisted Eh
pu@e§@a1<at1on;5>f1?<ate Design

Beardsley Water. Company Pcrrnmanent Rate App1ii':atii>n~- Water .
Préparqgi sHbnfOnn` sé£hédul.es.for"Rat¢
Base, Incomc.Statemenl.-Piant. Bill
Cants, and Rate..D€§ig,

Clwparrai City Watcxfilompany Rennanent Rate Application. Prepared
Sukrzdules aNdteS1i;Eed an Rate Base
BI@t,_md lhcdme StsiWrmznt. Assisted in
prgparatign Rate Design

Pine Water Corx1pau}-', Inc Interim axadPermanenl Rate =Appliication
Ei4apg;i\;g'A§plicatiou - Water. Prcparégl
sihcéiulas a'rfd'teslit3é8 oN .Rare Base
Plant, Inc4ameState1ne»nt, Cost of Capital
and Raw Hii§ixzu

Tie,rra Linda Home Owners Association Cesrtifieate of? Ganvemence and Necessttw
WMM. Ptép8r§€1"p;p-faxmabalance

shseets,.=it1coMe.stal€emen1s, plant
sgzhedules rate 5858; fiilaxfcirié; and initial
E818 de&i8a1

Diamond Venturi Rad Ro kTU8I1t1cs £3ert1ii¢ate of Ganivemence and Necessity
3Bvv@r. Pcs:-n¢<i-nr41>f.<4rma

halaiice sheets nnanm¢ sialamems plant
schedules, rate base, finaociljig; and iniiiéil
Ra# d¢3ii&1L
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Arizona-Amedcan Waxer '€ontpfu1}t, hr: Remnanerit Ease Application Water and
Scaler (1 ll.13ivisiQrfs)- Rr¢;pan8d Schedules
and.~1e'Stii§u133' u.N.33§st¢ Baée..Plnru
Income Stateananl. sand Revenue
I§éqm';¢ fr;g¢qt, A;§sisti¢d ;in. p;:lepa.r1atiQn .Rf

resign

Bella Wsta Watemffompaxiyl Inc: Haaamem 1?é1§l5,li¢§1ho§ Waif
scheéWesand .testinlooy on .Rate

84988; Rlallt, hgcome. Stutdwlent.Had
RE¥%én!a&I§¢9iiirmn¢nI Assis€éd in
pr¢pmifioaa otCost of Capital and Rilke

Green Villléy Wext8rCo1upany Eemxament RateApySlicatign.. Prepnrqci
5411488185and te§fi.mQn.y pni13itel8éée
Penni,Ihcome-'StalemenLfundflkvenue
I§equiren1em. Assisted i:1p;°ep&réilio1=i. of
(iost.-oFCapita1 aid Rate Désin

Gold CainyW SéW€rCurupahv Eermanent Rate Application --Sewer
Prepared sciiedules Md méstimony on Rate
Bas¢, Plant. Revenue Requirement, Md
Incnmr: S~tatemem. AsSisted iN
pmepamdon-of.Gost:oIICapital and Rate

Design

Rio Verde:IJ"ti.1ities Inc Remlanent &ate.Applieafion -- Water and
Sewer. E?r&pw'¢d..sk:liedul.es and tgstuubng
on Rété B81s8: Blank. Revenue
R9q;;iren1¢nI,.ar1d.Income ~Sia1¢:nen§
Assiqzezi -in .i:r¢;§araw,iun of-aaa: of Capital
Ana .l¥ale8E33gii

Chapzilrrnl (8it}." Wate:=.compa11y

0F=CosI

. la Appl iwion P 'Mates
Pregarad s8l1 ul¢52§nd.$1¢sti;n9r;y on "Ran:
Base 'E3a1;t, 1§evenu¢=1§&qwfQ131s=11L
Iin*~:€iMI¢3l21£¢I1;'4c.nt 2%&SSIéi¢d..1!1 prapanalisbn
Q s ~uf GapiiM Eng! Rare D.é:si8n

LiivcG Waterand:Sewer Company l?nr1naraent.I{ateApplication~ Water-and
$ewer L3t§:p@l§»é8.tlslwrilfgtln schedules for
R-SPE .base.. In£:i3l§t¢.iSi§féfiii'ént5= Plant B111
Gounrs and Raw Des.lgn
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Chaparral City Water Company
Test Year Ended December 31. 2006

Computation of Increase in Gross Revenue
Requirements As Adjusted

Exhibit
Schedule A-1
Page 1
Witness: Bourassa

Fair Value Rate Base 8 28,736,406

Adjusted Operating Income 797.271

Current Rate of Return

Required Operating Income 2.678.233

Required Rate of Return on Fair Value Rate Base 9.32%

Operating Income Deficiency 1 .880.962

13
14
15

Gross Revenue Conversion Factor 1.6286

Increase in Gross Revenue
Requirement $ 3.063.400

Present
Rates

Proposed
Rates

Dollar
Increase

Percent
Increase19

20
21
22
23
24
25
26

$ 3,524,021
2.441 .283

172.583
345.894

24.229
34.290

$ 4,808,421
3.330.658

235.468
471.927

33.058
46.784

$ 1284.400
889.376

62.886
126.034

12.494

36.45%
36.43%
36.449
36.44%
36.44%
36.44%

28
29

69.200
178.745
134.012
161 .987
152.769
322.475

132.615
355.t64
264.248
318.701
327.154
696.965

63.415
175.419
130.236
156.713
174.384
374,491

91.649
98.709
97.189
96.749

114.15%
116.13%

81

Customer
Classification
Residential. Commerical. Industrial
3/4 Inch
1 Inch
1.5 Inch
2 Inch
3 Inch
4 Inch
Irrigation
3/4 Inch
1 Inch
1.5 Inch
2 Inch
4 Inch
6 Inch
FHlConstruction
3/4 Inch
1 Inch
2 Inch
3 Inch
4 Inch

84.704 125.981
16.329

41 .277

44.78%
74.039
72.959
48.739
42.939

$ $
(8,050)

3.499.369
(436,080)

45.60%
14103%

32
33
34
35
36
37
38
39
40
41
42
43
44
45

46
47

Fire Sprinkler
Reconciliation Amount GL Revenues
Subtotal
Revenue Annualization
Miscellaneous Revenues
Total of Water Revenues (a)

$ 7,673,618
(309,207)

82.289
$ 7,446,700 $

11 ,172,987
(745,287)

82.289
10,509,989 $ 3.063.289 41.149

SUPPORTING SCHEDULES
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Chaparral City Water Company
Test Year Ended December 31 _ 2006
Summary of Results of Operations

Exhibit
Schedule A-2
Page 1
Witness: Bourassa

Description
Gross Revenues

Protected Year
Test Year Present Proposed

Prior Years Ended Actual Adjusted Rates Rates
12/31/2004 12/31/2005 12/31/2006 12/31/2006 12/31/2007 12/31/2007

$ 6,544,219 $ 7,019,051 $ 7,755,907 $ 7,446,700 $ 7,446,700 $ 10,510,100

Revenue Deductions and
Operating Expenses

5,564,193 6,348,548 6,679.517 6,649,429 6,649,429 7,831,867

Operating Income $ 980,026 $ 670,503 $ 1,076,390 $ 797,271 $ 797,271 s 2,678,233

Other Income and
Deductions

760,000 (91,835)

Interest Expense (472,619) (478,B06) (543,433) (367,737) (367,737) (367,737)

Net Income $ 507,407 $ 951,697 $ 441,122 $ 429,534 $ 429,534 s 2,310,496

Earned Per Average
Common Share 1.10 207 0.96 0.93 0.93 5.02

Dividends Per
Common Share

Payout Ratio

Return on Average
Invested Capital 1.04% 1.84% 082% 0.79% 0.78% 4.17%

Return on Year End
Capital 1.02% 1.78% 0.82% 0.79% 0.76% 4.08%

Return on Average
Common Equity 2.08% 3.78% 1.70% 1.66% 1.60% 8.33%

Return on Year End
Common Equity 2.06% 371% 1.69% 1.65% 1.57% 7.88%

Times Bond Interest Earned
Before Income Taxes 2.80 2.77 2.43 290 2.90 11.23

Times Total Interest and
Preferred Dividends Earned
After Income Taxes 2.07 2.99 1.81 2.85 2.85 7.28

Line

M L
1
2
3
4
5
6
7
8
g
10
11
12
13

14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46

SUPPORTING SCHEDULES
C-1
E-2
F-1



Chaparral City Water Company
Test Year Ended December 31. 2006

Summary of Capital Structure

Exhibit
Schedule A-3
Page 1
Witness: Bourassa

Projected

Description
Prior Years Ended

12/31/2004 12/31/2005 12/31/2006 12/31/2007

Short~Term Debt $ 835,576 $ 2,159,236 $ 1,400,000 $ 1 ,400_000

Long-Term Debt 7.803.309 7.205.309 6.865.000 6.585.000

1
2
3
4
5
6
7
8

Total Debt $ 8,638,885 $ 9,364,545 $ 8,265,000 $ 7,985,000

Preferred Stock10
11
12
13

Common Equity 24.689.128 25.669.835 26.179.180 29.312972

15
16

Total Capital & Debt $ 33,328,013 $ 35,034,380 $ 34,444,180 35 37,297,972

Capitalization Ratios

Short-Term Debt 3.75%

Long-Term Debt 25.929 26.739 24.009 21.41%

Total Debt 25.92% 26.73% 24.00% 21.41%

Preferred Stock

18
19
20
21
22
23
24
25
26
27
28
29
30

Common Equity 74.08% 73.279 76.00% 78.590/<

Total Capita! 100.00% 100.009 100.009 100.00%

Weighted Cost of
Short-Term Debt 0.15% 038% 0.23%

Weighted Cost of
Long-Term Debt 1.14°/<

32
33
34
35
36
37
38
39
40
41
42

Weighted Cost of
Senior Capital

44 SUPPORTING SCHEDULES
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Chaparral City Water Company
Test Year Ended December 31, 2006

Construction Expenditures
and Gross Utility Plant in Service

Exhibit
Schedule A-4
Page 1
Witness: Bourassa

Line
No .

Construction
Expenditures

Net Plant
Placed

in
Service

Gross
Utility
Plant

in Service

Prior Year Ended 12/31/2004 4,069,806 4,584,139 43,264,290

Prior Year Ended 12/31/2005 3,893,252 5,700,393 48,964,683

Test Year Ended 12/31/2006 2,283,627 2,088,570 51 ,053,253

1
4
5
6
7
8
9

10
11

Projected Year Ended 12/31/2007 4,137,000 4,332,057 55,385,310

12
13
14
15
16
17
18
19
20

SUPPORTING SCHEDULES:
B-2
E-5
F-3



Chaparral City Water Company
Test Year Ended December 31. 2006
Summary Statements of Cash Flows

Exhibit
Schedule A-5
Page 1
Witness: Bourassa

12/31/2004 12/31/2005 12/31/2006

Projected Year
Present Proposed
Rates Rates

12/31/2007 1W31/2007

511,543 $ 980,707 $ 505,119 $ 429,534 $ 2,310,496
5
5
7
a
9
10

921.794 1 .632.458 1.632.458

Cash Flows from Operating Activities
Net Income
Adjustments to reconcile net income to net cash
provided by operating activities

Depreciation and Amortization
Provision for Doubtful Accounts
Deferred income Taxes
Tax Benefit on Goodwill
Amortization of Debt issuance Costs

649.767

1 .131.345
12

885.649
83.624

1.632.458
11

(131,512)
226.869

26.675
14 93.671

118.515
(46,229)

(282,638)
(62,345)

59.275
13.943

(44,468) (19,837)
21

(42,939)

s

131 .877
114.933
(82,962)
709.840
(88,807)

2,935,790 $

19.512
805.882
244.503

(178,340)
(60,347)

(350,080)
(57,525)

3,206,675 s

(107,177)
(148,153)
253.543

2,434,519 $ 2,061,992 $ 3,942,954

(4,069,806) (3,893,252) (2,283,627)

$ (4,069,534) $
(3,342)

(3,896,594) $
(4,941)

(2,288,568) $

(739)
500.000
643.451

(373,005)
(560,000)

(5,648)
1.500.000

(4,481 )
(600,000)

1.099.205
(488,128 )
(340,309)

(800v000 ) (600,000)

(345,691 )
(598,000)

(488, 128)
(280,000)

(488, 128 )
(280,000)

209.707
(924,037)

1.216.421
292,384

$ $

Changes in Certain Assets and Liabilities
Accounts Receivable
Unbilled Revenues
Materials and Supplies Inventory
Prepaid Expenses
Deferred Charges/Regulatory Liabilities
Accounts Payable
Intercompany payable
Customer Deposits
lnteiaompany taxes receivable and taxes payable
Other assets and liabilities

26 Net Cash Flow provided by Operating Activities
27 Cash Flow From investing Activities
28 Capital Expenditures
29 Plant Held for Future Use

Changes in debt reserve fund
31 Net Cash Flows from Investing Activities
32 Cash Flow From Financing Activities
33 Change in Restricted Cash

Change in net amounts due to parent and affiliates
Receipt of advances for and contributions in aid of construction
Refunds for advances for construction
Repayments of Long-Term Debt
Dividends Paid
Tax Benefits from exercise of stoke based awards
Paid in Capital

41 Net Cash Flows Provided by Financing Activities
42 Increase(decrease) in Cash and Cash Equivalents
43 Cash and Cash Equivalents at Beginning of Year
44 Cash and Cash Equivalents at End of Year
45

$

974,337
284.418
292.384
576,802 5

(331,323) $
(185,372)
576.802
391 ,430 $

(1,36B,12B) $ (1,368,128)
693.864 2.574.826
391 .430 391 .430

1,085,294 2,966,256$
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Chaparral City Water Company
Test Year Ended December 31, 2006

Summary of Rate Base

Exhibit
Schedule B-1
Page 1
Witness: Bourassa

Original Cost
Rate base

RCND
Rate base

Fair Value
Rate Base (50/50)

Gross Utility Plant in Service
Less: Accumulated Depreciation

$ 51 ,771,885
15,877,022

$ 80,783,568
25,894,686

$ 66,277,727
20,885,854

Net Utility Plant in Service $ 35,894,864 $ 54,888,882 $ 45,391,873

6,557,243 10,231,760 8,394,501

Less:
Advances in Aid of

Construction
Contributions in Aid of

Construction - Net of amortization
Customer Meter Deposits
Deferred Income Taxes 81 Credits
Investment tax Credits
Shared Gain on Well

6,119,129
819,845
925,896

9,441 ,352
819,845
925,896

7,780,241
819,845
925,896

646,000 646,000 646,000

Plus:
Unamortized Debt Issuance

Costs
Prepayments
Materials and Supplies
Deferred Regulatory Assets
Allowance for Working Capital

424,010
192,485

14,521
1,280,000

424,010
192,485

14,521
1 ,280,000

424,010
192,485

14,521
1 ,280,000

Total Rate Base $ 22,737,766 $ 34,735,046 $ 28,736,406

Line

1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35

SUPPORTING SCHEDULES:
B-2
B-3
B-5
E-1

RECAP SCHEDULES:
A-1
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Chaparral City Water Company
Test Year Ended December 31 , 2006

Original Cost Rate Base Proforma Adjustments

Exhibit
Schedule B-2
Page 1
Witness: Bourassa

Line
No.

Actual
at

End of
Test Year

Proforma Adjustments
Label Amount

Adjusted
at end

of
Test Year

Gross Utility
Plant in Service $ 51,020,714 2 751,171 $ 51,771,885

Less:
Accumulated
Depreciation 14,947,296 1,3 929,726 15,877,022

Net Utility Plant
in Service $ 36,073,418 $ 35,894,864

Less:
Advances in Aid of
Construction 6,557,243 6,557,243

Contributions in Aid of
Construction - Net 6,188,963 4 (69,834) 6,119,129

Customer Meter Deposits
Deferred Income Taxes
Investment Tax Credits
Shared Gain on Well

819,845
4,070,137 5 (3,144,241)

819,845
925,896

760,000 6 (114,000) 646,000

424,010
192,485

14,521

Plus:
Unamortized Debt Issuance

Costs
Prepayments
Materials and Supplies
Deferred Regulatory Assets
Working capital

7 1 ,280,000

424,010
192,485

14,521
1,280,000

Total $ 18,308,246 $ 22,737,766

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46

SUPPORTING SCHEDULES:
B-2, pages 1-7
E-1

RECAP SCHEDULES:
B-1
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Chaparral City Water Company
Test Year Ended December 2.1. 2006

RCND Rate Base Proforma Adjustments

Exhibit
Schedule B-3
Page 1
Witness: Bourassa

Actual
at

End of
Test Year

Adjusted
at end

Proforma Adjustments
Label Amount Test Yea r

Gross Utility
Plant in Service $ 79,791,440 992.128 $ 80.783568

Accumulated
Depreciation 24.502.143 1 .3 1 .392.543 25.894.686

Net Utility Plant
in Service $ 55,289,297 $ 54,888.882

12
13
14
15
16
17

Less
Advances in Aid of
Construction 10.231 .760 10.231.760

Contributions in Aid of
Construction - Net 9.548.138 (106,786) 9.441.352

Customer Meter Deposits
Deferred Income Taxes
Investment Tax Credits
Shared Gain on Well

819.845
4.070.137 (3,144,241)

819.845
925.896

760.000 (114,000) 646.000

19
20
21
22
23
24
25
26
27
28

Plus

424.010
192.485
14.521

Unamortized Debt Issuance
Costs

Prepayments
Materials and Supplies
Deferred Regulatory Assets
Working capital

1280.000

424.010
192.485
14.521

1280.000
28
29
30

Total s 30,490,434 $ 34,735,046

35
36
37

SUPPORTING SCHEDULES
B-3, pages 1-7
B~4

RECAP SCHEDULES
B-1

40
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Chaparral City Water Company
Test Year Ended December 31, 2006

Computation of Working Capital

Exhibit
Schedule B-5
Page 1
Witness: Bourassa

Cash Working Capital (1/8 of Allowance
Operation and Maintenance Expense)

Pumping Power (1/24 of Pumping Power)
Purchased Water (1/24 of Purchased Water)

$ 380,118
25,124
34,652

Total Working Capital Allowance $ 439,894

Working Capital Requested $

Line
No.
1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17

SUPPORTING SCHEDULES:
E-1

RECAP SCHEDULES:
B-1
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Chaparral City Water Company
Test Year Ended December 31. 2006

Income Statement

Exhibit
Schedule C-1
Page 1
Witness: Bourassa

Test Year Proposed

Results Label Adjustment

Test Year
Adjusted
Results Increase

Adjusted
with Rate
Increase

1
2
3
4

Revenues
Metered Water Revenues
Unmetered Water Revenues
Other Water Revenues

$ 7,673,618 6 $ (309,207) $ 7,364,411 $ 3,063,400 $ 10,427,811

82289
$ 7,755,907 $ (309,207) $

82.289
7,446,700 $ 3,063,400 $

82.289
10,510,100

6
$ pa

5
8.9.10

44,668
(102,439)
(15,057)

$

10

924,576
934.095
618.039
127.457
104.609
19.800

266.544
43.458

969,244
831.656
602.982
127.457
104.609
19.800

266.544
43.458

969.244
831 .656
602.982
127.457
104.609
19.800

Operating Expenses
Salaries and Wages
Purchased Water
Purchased Power
Chemicals
Repairs and Maintenance
Office Supplies and Expense
Outside Services
Water Testing 43.458

70.430
(1,294)

70.430
(1,294)

70.430
(1,294)

168.158
1243.108
1.632.458

4
Cb
1
11
13
ac
2
14

(23,287)
t6.840

(24,439)
(76,000)
54.000

27
28
29
30

$
$

44.200
242.105
241 .774

6,679,517
1 ,076.390

$
$

53.708
28.246

(30,088) $
(279119) $

144.871
1259.948
1.608.019

(75,000)
64.000
47.873

295,813
270.020

6,649,429
797,271

$
$

1_182.438
1,182,438
1,880,962

$
$

144.871
1.259.948
1.608.019

(76,000)
64.000
47.873

295.813
1.452.458
7,831,867
2,678,233

32

Transportation Expenses
Insurance - General Liability
Insurance - health and Life
Reg. Commission Exp. - Rate Case
Miscellaneous Expense
DepreciationExpense
Amortization of Gain on Well
Amortization of CAP
Taxes Other Than Income
Property Taxes
income Tax

Total Operating Expenses
Operating Income
Other Income (Expense)

Interest Income
Other income (loss)
Interest Expense
Other Expense

64.397
(91 ,835)

(543,433)
(400)

7a
Cb
12
7c

(64,397)
91 .835

175.696 (367,737) (367,737)

35
36
37

Total Other Income (Expense)
Net Profit (Loss)

$
$

(571,271)
505,119

$
$

203,534 $
(75,585) $

(367,737) $
429,534 $ 1,880,962 $

(367,737)
2,310,496

SUPPORTING SCHEDULES
C-2

RECAP SCHEDULES
A-1
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Chaparral City Water Company
Test Year Ended December 31, 2006

Adjustments to Revenues and Expenses
Adjustment Number 1

Exhibit
Sdledule C-2
Page 2
Witness: Bourassa

•

!
3
I
e

E

Depreciation Exoense

Original Cost
Depreciation

Expense
r
5

i
x
I
Q
1

3

8
i
!

E
s

305,920
1,518,648

6,548
50,571

164

332,065 11,058

8
.I

5
E

4

1 ,506,908
7,763,500
8,170,420

17,450,634
7,389,930
2,725,673
1,171,633

188,364
258,525
181,383
349,013
246,085
227,049
23,433

1
3

8
g
2

3
8

1,610,687
270,359
535,315

107,433
18,033

107,053

149,365 7,468

A c c o u n t

9 4
3 0 1
3 0 2
3 0 3
3 0 4
3 0 5
3 0 6
3 0 7
3 0 8
3 0 9
3 1 0
3 1 1
3 2 0
3 3 0
3 3 1
3 3 3
3 3 4
3 3 5
3 3 6
3 3 9
3 4 0
3 4 1
3 4 2
3 4 3
3 4 4
3 4 5
3 4 6
3 4 7
3 4 8

Description
Organization Cost
Franchise Cost
Land and Land Rights
Structures and Improvements
Collecting and Impounding Res
Lake River and Other Intakes
Wells and Springs
Infiltration Galleries and Tunnels
Supply Mains
Power Generation Equipment
Electric Pumping Equipment
Water Treatment Equipment
Distribution Reservoirs & Standpipe
Transmission and Distribution Mains
Services
Meters
Hydrants
Backflow Prevention Devices
Other Plant and Miscellaneous Equipment
Office Furniture and Fixtures
Transportation Equipment
Stores Equipment
Tools and Work Equipment
Laboratory Equipment
Power Operated Equipment
Communications Equipment
Miscellaneous Equipment
Other Tangible Plant

39,105
106,542

Proposed
Rate

0 . 0 0 %
0 . 0 0 %
0 . 0 0 %
3 . 3 3 %
2 . 5 0 %
2 . 5 0 %
3 . 3 3 %
6 . 6 7 %
2 . 0 0 %
5 . 0 0 %

1 2 . 5 0 %
3 . 3 3 %
2 . 2 2 %
2 . 0 0 %
3 . 3 3 %
8 . 3 3 %
2 . 0 0 %
6 . 6 7 %
6 . 6 7 %
6 . 6 7 %

2 0 . 0 0 %
4 . 0 0 %
5 . 0 0 %

1 0 . 0 0 %
5 . 0 0 %

1 0 . 0 0 %
1 0 . 0 0 %
1 0 . 0 0 %

3,911
10,654

$ 51,053,253 s 1 ,790,204

6,203
906

30,537

0 . 0 0 %
0 . 0 0 %
3 . 3 3 %
3 . 3 3 %
6 . 6 7 %

2 0 . 0 0 %
5 . 0 0 %

1 0 . 0 0 %
1 0 . 0 0 %

5 . 0 0 %

- Fully Depreciated
651
13

Fully Depreciated
Fully Depreciated

3

Line

1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
15
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
35
37
38
39
40
41
42
43
44
45

TOTALS
General Office Plant Allocated

301 Organization
302 Other Intangible Plant
304 Structures and Improvements
339 Other Plant and Equipment
340 Office Furniture and Equipment
341 Transportation Equipment
343 Tools and Work Equipment
344 Laboratory Equipment
346 Communication Equipment
345 Power Operated Equipment

Total GO Plant $

528
0

186,270
27,201

458,027
17,742
13,021

130
5,315
a,001

716,236 $ 38.309

Less: Amortization of Contributions - Balance End of TY $ 6,288,097 3.5065% $ (220,495)

Total Depreciation Expense $ 1,608,019
I

Test Year Depreciation Expense $ 1,632,458

46
47
48
49
50
51
52

53
54

Increase (decrease) in Depreciation Expense (24,439)

i

Adjustment to Revenues and/or Expenses $ (24,439)



Chaparral City Water Company
Test Year Ended December 31, 2006

Adjustment to Revenues and Expenses
Adjustment Number 2

Exhibit
Schedule C-2
Page 3
Witness: Bourassa

Line
M

Prooertv Taxes:

s

$
$

7,446,700
7,446,700

10,510,100
8,467,834

16,935,668

Adjusted Revenues in year ended 12/31/06
Adjusted Revenues in year ended 12/31/06
Proposed Revenues
Average of three year's of revenue
Average of three year's of revenue, times 2
Add:
Construction Work in Progess at 10%
Deduct:
Book Value of Transportation Equipment

$

428,309
r

Full Cash Value
Assessment Ratio
Assessed Value
Property Tax Rate

$ 16,507,358
23%

3,796,692
7.7913%

Property Tax
Tax on Parcels

295,813
0

Total Property Tax at Proposed Rates
Property Taxes in the test year
Change in Property Taxes

$

$

295,813
242,105
53,708

1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28

Adjustment to Revenues and/or Expenses $ 53,708



Chaparral City Water Company
Test Year Ended December 31. 2006

Adjustment to Revenues and Expenses
Adjustment Number 3

Exhibit
Schedule C-2
Page 4
Witness: Bourassa

1 Annualization of Salaries and Waves

4
5
6

Adjusted and Annualized Salaries & Wages
Test Year Salaries & Wages
Increase(decrease) in Salaries and Wages

$
$
$

Adjustment Label
678.179
633.511
44,668 pa Acct 611

$ 255_674,
238.834
16.840 Cb

Adjusted and Annualized Employee Benefits
Test Year Employee Benefits
Increase(decrease) in Employee Benefits $ Acct 675

8
g
10

11
12
13
14

15

Adjusted and Annualized Payroll Taxes
Test Year Payroll Taxes
Increase(decrease) in Payroll Taxes

53.472
49.799
3.673 ac Acct 408.11

17

18
19
20

Adjustment to Revenues and/or Expenses 65.181

SUPPORTING SCHEDULES
Pages pa through 4d



Chaparral City Water Company
Test Year Ended December 31, 2006

ADJUSTMENTS TO REVENUES AND/OR EXPENSES
Adjustment Number 4

Exhibit
Schedule C-2
Page 5
Witness: Bourassa

Rate Case Expense

Estimated Rate Case Expense

Unrecovered Rate Case Expense (Prior Case)'
Rate Case Expense

$
$
$

280,000

154,613
434,613

Estimated Amortization Period (in Years) 3.0

Annual Rate Case Expense $ 144,871

Test Year Rate Case Expense $ 168,158

Increase(decrease) Rate Case Expense $ (23,287)

Adjustment to Revenue and/or Expense $ (23,287)

$

Line

A g
1
2
3

4
5
6
7
8
9
10
11
12
13

14
15

16
17

18
19
20
21
22
23
24

$

1 Computation of Unrecovered Rate Case Amount
Rate Case Expense
Amortization Period (yrs)
Annual Amortization amount
Amortization (years)
Total Amortization
Remaining Unrecovered Rate Case Expense

$
s

285,000 [1]
4 [2]

71 ,250 [3] = [1] divided by [2]
1.83 [4]

130,388 [5] = [4] times [3]
154.613 [6] = [1] minus [5]



Chaparral City Water Company
Test Year Ended December 31. 2006

Adjustment to Revenues and Expenses
Adjustment Number 5

Exhibit
Schedule C-2
Page 6
Witness: Bourassa

1 Purchased Water

3
4
5
6
7

Central Arizona Project water allocation 2006 (acre feet)
Additional CAP allocation (acre feet)
Central Arizona Project water allocation 2006 (acre feet)
2008 capital cost per acre foot (take or pay)
Total Capital Cost 187.089

Central Arizona Project water delivered 2006 (acre feet)
Excess CAP water delivered 2006 (acre feet)
Additional gallons from annualization in acre feet
Total CAP water (acre feet)
2008 delivery cost per acre foot
Total M&I Cost

(705)

601.017

g
10
11
12
13
14
15
16
17
18
19
20
21

Total CAP purchased water $ 788.106

Ground Water pumped 2006 in acre feet
Excess Capacity percentage
Total projected gallons pumped
Central Arizona Ground Water Replenishment District Assessment Fee per acre foot

43,550

24
25
26
27

Total Purchased Water Cost
Test Year Purchased Water Cost
Increase (decrease)

831 .656
934.095

(102,439)

29 Adjustment to Revenue and/or Expense
30

(102,439)



Chaparral City Water Company
Test Year Ended December 31, 2006

Adjustment to Revenues and Expenses
Adjustment Number 6

Exhibit
Schedule C-2
Page 7
Witness: Bourassa

Revenue Annualization

Revenue Annualization $ (309,207)

Total Revenue from Annualization $ (309,207)

Adjustment to Revenue and/or Expense $ (309,207)

Line

MCL
1
2
3
4
5
6
7
8

g
10
11

12
13
14
15
16
17
18
19
20

SUPPORTING SCHEDULES
C-2 pages 7.1 to 7.15
H-1
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Chaparral City Water Company
Test Year Ended December 31, 2006

Adjustment to Revenues and Expenses
Adjustment Number 7

Exhibit
Schedule C-2
Page 8
Witness: Bourassa

Remove Other Income and Expenses to Eliminate Effects on Income Taxes

Test Year Interest Income
Test Year Other Income
Test Year Other Expense

$
Adjustment Label

(64,397) pa
91,835 7b

400 ac

Total $ 27,838

Line

1
2
3
4
5
6
7
8

g
1 0
11

1 2
1 3
1 4
1 5
1 6
1 7
1 8
1 9
2 0

Adjustment to Revenue and/or Expense $ 27,838



Chaparral City Water Company
Test Year Ended December 31, 2006

Adjustment to Revenues and Expenses
Adjustment Number 8

Exhibit
Sdledule C-2
Page 9
Witness: Bourassa

1 Annualize Purchased Power For SRP Rate Increase

$ 282,377
328.339
45,962

4
5
6

Test Year SRP Purchased Power Cost Recorded
Recomputed 2006 SRP Purchased Power Costs
Increase (decrease) in Power Costs $

10
11
12
13

Adjustment to Revenue and/or Expense 45.962

16
17

I Based upon SRP rate change in November 2006



Chaparral City Water Company
Test Year Ended December 31, 2001

Adjustment to Revenues and Expenses
Adjustment Number 9

Exhibit
Schedule C-2
Page 10
Witness: Bourassa

1 Annualize Purchased Power For APS Rate Increase

$ 335.662

349.357
13.695

4

5
6

7

Test Year APS Purchased Power Costs Recorded

Recomputed 2006 APS Purchased Power Costs
Increase (decrease) in Power Costs $

g
10
11

12
13
14

Adjustment Io Revenue and/or Expense 13.695

16
17

1 Based upon APS rate change in June 2007



Chaparral City Water Company
Test Year Ended December 31, 2006

Adjustment to Revenues and Expenses
Adjustment Number 10

Exhibit
Schedule C-2
Page 11
Witness: Bourassa

Annualize power cost for additional gallons from annualization of revenues

Test Year Power Costs Plus Adjustment 8 and Adjustment 9
Gallons sold in Test Year (1 ,000's)
Cost per 1,000 gallons
Additonal gallons from annualization (in 1,000's)

s 677,696
2,084,339

0.32514
(229,792)

Additional Expense $ (74,714)

Line

1
2
3
4
5
6
7
8
9
10
11

12
13
14
15
16
17
18
19
20

Adjustment to Revenue and/or Expense $ (74,714)



Chaparral city Water Company
Test Year Ended December 31, 2006

Adjustment to Revenues and Expenses
Adjustment Number 1 1

Exhibit
Schedule C-2
Page 12
Witness: Bourassa

1 Amortization of Gain on Well

Gain on Well 1 .520.000

760.000
10

76.000

Shared Gain on Well (50%)
Amortization Period (years)
Annual Amortization

3

4
5
6
7
8

g
10

Adjustment to Revenues and/or Expense

14
15

I Settlement with Fountain Hills Sanitary District from removal of wells from service. February 2005



Chaparral City Water Company
Test Year Ended December 31, 2006

Adjustment to Revenues and Expenses
Adjustment Number 12

Exhibit
Schedule C-2
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Witness: Bourassa

1 Interest Svnchronization

3 $ 28,736,406Rate Base

Weighted cost of debt (from D~1) (short and long-term)
Interest Expense
Test Year Interest Expense

$
s

367.737
543.433

Increase (decrease) in Interest Expense (175,696)

4
5
6
7
8

g
10

11
12
13

Adjustment to Revenues and/or Expense 175.696



Chaparral City Water Company
Test Year Ended December 31, 2006

Adjustment to Revenues and Expenses
Adjustment Number 13

Exhibit
Schedule C-2
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Witness: Bourassa

1 CAP Allocation Cost Amortization

CAP Allocation Cost
Amortization Period (years)

1.280.000

20
3

4
5
6
7

Test Year Amortization Expense 64.000

9
10

11
12

Adjustment to Revenues and/or Expense 64.000



Chaparral City W ater Company
Test Year Ended December 31, 2006

Adjustment to Revenues and Expenses
Adjustment Number 14

Exhibit
Schedule C-2
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Chaparral City Water Company
Income Tax Calculation

Test Year
Book

Results

Test Year
Adjusted
Results

Adjusted
with Rate
Increase

\income Before Taxes
Arizona Income Before Taxes

746,893

746,893

699,554
699,554

3,762,954
3,762,954

Less Arizona Income Tax
Rate = 6.97%

52,044 48,745 262,203

Arizona Taxable Income
Arizona Income Taxes

694,849
52,044

650,809
48,745

3,500,751
262,203

Federal Income Before Taxes 746,893 699,554 3,762,954

Less Arizona Income Taxes 52,044 48,745 262,203

Federal Taxable Income 694,849 650,809 3,500,751

FEDERAL INCOME TAXES:
15% BRACKET
25% BRACKET
34% BRACKET
39% BRACKET
34% BRACKET

7,500
6,250
8,500 Federal

91,650 Effective
1,076,355 Tax

Rate
1,190,255 31.63%Federal Income Taxes

7,500
6,250
8,500 Federal

91,650 Effective
122,349 Tax

Rate
236,249 31.63%

7,500
6,250
8,500 Federal

91,650 Effective
107,375 Tax

Rate
221 ,275 31 .63%

Total Income Tax 288,292 270,020 1,452,458

Overall Tax Rate 38.60% 38.60% 38.60%

Income Tax at Proposed Rates Effective Rate 270,020



Chaparral City Water Company
Test Year Ended December 31, 2006

Computation of Gross Revenue Conversion Factor

Exhibit
Schedule C-3
Page 1
Witness: Bourassa

Description
Federal Income Taxes

Percentage
of

Incremental
Gross

Revenues
31 .63%

State Income Taxes 6.97%

Other Taxes and Expenses 0.00%

Total Tax Percentage 38.60%

Operating Income % = 100% .. Tax Percentage 61 .40%

Gross Revenue Conversion Factor1

Operating Income % 1 .6286

Line
No.
1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
18
17
18
19
20

SUPPORTING SCHEDULES: RECAP SCHEDULES:
A-1
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Chaparral! City Water Company
Test Year Ended December 31, 2006

Comparative Balance Sheets

Exhibit
Schedule E-1
Page 1
Witness: Bourassa

Line
No .

Test
Year

Ended
12/31 /2006

Year
Ended

12/31/2005

Year
Ended

12/31 /2004

ASSETS
$ 51,020,714 $ 48,932,146 $ 43,231,754Plant In Service

Non-Utility Plant
Construction Work in Progress
Less: Accumulated Depreciation
Net Plant $

2,241,397
(14,947,296)
38,314,815 $

1,923,770
(13,137,449)
37,718,467 $

3,779,359
(12,013,815)
34,997,298

Goodwin, Net
Debt Reserve Funds

$ $ $

$

11,613,874
728,061

12,341,935 $

1 1 ,840,743
723,120

12,563,863 $

11,924,367
719,778

12,644,145

$ $ 576,802
8,780

422,007
338,910

17,029
172,648
879,735

$ 292,384
3,132

152,074
276,565
22,551

192,150
565,546

25,334

CURRENT ASSETS
Cash and Equivalents
Restricted Cash
Accounts Receivable, Net
Unbilled Revenues
Materials and Supplies
Prepayments
Inter-company taxes receivable from Parent
Deferred Income Taxes, Current
Other Current Assets

Total Current Assets $

391 ,430
13,261

350,897
324,967

14,521
192,485

1 ,056,938
35,751
71,000

2,451 ,250 $
71,000

2,486,911 $ 1,529,746

$
$

424,010 $
$

$
$

Debt Issuance Costs
Regulatory Assets
Other

Total Other Assets s 424,010 $

450,51 1
239,538

3,991
694,040 $

477,012
185,246

327
662,585

Other Investments & Special Funds $ $ $

TOTAL ASSETS $ 53,532,010 s 53,463,281 $ 49,833,774

LlAB!LITIES AND STOCKHOLDERS' EQUITY
Common Equity $ 26,179,180 s 25,669,835 s 24,689,128

$ 6,585,000 $ 6,865,000 $ 7,205,309

$ 308,239
280,000

1 ,400,000

$ 782,651
340,309

2,159,236

$ 538,148
598,000
835,576

$

121 ,041
85,679
34,790

254,017
2,483,766 $

79,780
62,142

306,521
3,730,639 $

35,891
87,182
51 ,012

228,732
2,374,541

$ 819,845
6,557,243
4,070,137
6,188,963

587,825
60,051

$ 927,022
10,377,960

4,165,898
921,045

$ 987,369
10,704,058

3,305,583
525,440

Long-Term Debt, less current
CURRENT LIABILITIES

Accounts Payable
Current Portion of Long-Term Debt
Payables to Associated Companies
Customer Meter Deposits, Current
Accrued Taxes
Accrued Employee expenses
Accrued interest
Other Current Liabilities
Total Current Liabilities

DEFERRED CREDlTS
Customer Meter Deposits, less current
Advances in Aid of Construction
Accumulated Deferred Income Taxes
Contributions In Aid of Construction, Net
Regulatory Liabilities
Other
Asset Retirement Obligations
Total Deferred Credits $ 18,284,064 $

805,882
17,197,807 $

42,346
15,564,796

Total Liabilities & Common Equity $ 53,532,010 $ 53,463,281 $ 49,833,774

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30

31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
54
55
56

57
58
59

SUPPORTING SCHEDULES:
E-5



Chaparral City Water Company
Test Year Ended December 31. 2006

Comparative Income Statements
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Witness: Bourassa

Prior

Ended
12/31/2006

Ended
12/31/2005

Ended
12/3112004

1
$ 7,673,618 $ 6,436,004 $ 6,030,963

5
6

Revenues
Metered Water Revenues
Unmetered Water Revenues
Other Water Revenues

Total Revenues
Operating Expenses

$
82.289

7,755,907 $
583.047

7,019,051 $
513.256

5,544,219

$ $ $

10

924,576
934.095
618.039
127.457
104.609
19.800

266.544
43.458

917,307
816.592
510.091
105.814
72.640
21.018

207.484
27.429

921,557
710.222
465.148
66.210
96.152
28.586

535.520
48.991

79
76.73070.430

(1294)
57.633

Rate Case 168.158
1243.108
1 .632.458

44.200

35.304
989.392
921 .794
43.406

280.537
343.790

Salaries and Wages
Purchased Water
Purchased Power
Chemicals
Repairs and Maintenance
Office Supplies and Expense
Outside Serviees
Water Testing
Rents
Transportation Expenses
Insurance - General Liability
Insurance - Health and Life
Regulatory Commission Expense -
Miscellaneous Expense
Depreciation Expense
Taxes Other Than Income
Property Taxes
Income Tax 241.774

339.117
1.160.406
1.131.345

42.436
279.529
657.847

26
27
28
29

$
$

6,679,517
1,076,390

$
$

6,348,548
670,503

$
$

5,564,193
980,026

Total Operating Expenses
Operating Income
Other Income (Expense)

Interest Income
Other income (loss)
Interest Expense
Other Expense

(91 ,835)
(543,433)

(400)

29.010
760.000

(478,806) (472,619)

33
34
35

36

Total Other Income (Expense)
Net Profit (Lass)

$ (571,271) $ 310,204 $ (468,483)

39
40

SUPPORTING SCHEDULES RECAP SCHEDULES



Chaparral City Water Company
Test Year Ended December 31, 2006

Comparative Statements of Cash Flows
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Witness: Bourassa

Prior Prior

Ended
12/31/2006

Ended
12/31/2005

Ended
12/31/2004

3
4
5

505,119 $ 980,707 $ 511,543

921.794

649.767

10

1.131 .345
12.705

885.649
83.624
26.501

1.632.458
11.835

(131,512)
226.869

26.501
93.671

26.675
11.816

59.275
13.943

(282,638)
(62,345)

118.515
(46,229)

(44,468)

24
25
26

$

(19,837)
21

(42,939)
34.934

(107,177)
(146,153)
253.543

2,434,519

19.512
805.882
244.503

(176,340)
(60,347)

(350,080)
(57,525)

$ 3,206,675 $

131 .877
114.933
(82,962)
709.840
(88,807)

2,935,790

(2,283,627) (3,893,252) (4,069,806)

28
29
30
31
32
33

$
(4,941) (3,342)

(2,288,568) $ (3,896,594) s (4,069,534

(4,481)
(600,000)

1.099.205
(488,128)
(340,309)

(5,648)
1,500,000

423.676
(345,691)
(598,000)

(739)
500.000
643.451

(373,005)
(560,000)

$ $

Cash Flows from Operating Activities
Net Income
Adjustments to reconcile net income to net cash

provided by operating activities
Depreciation and Amortization
Provision for Doubtful Accounts
Deferred Income Taxes
Tax Benefit on Goodwill
Amortization of Debt Issuance Costs
Other
Changes in Certain Assets and Liabilities

Accounts Receivable
Unbifled Revenues
Materials and Supplies Inventory
Prepaid Expenses
Deferred Charges/Regulatory Liabilities
Accounts Payable
Intercompany payable
Customer Deposits
Intercompany taxes receivable and taxes payable
Other assets and liabilities

Net Cash Flow provided by Operating Activities
Cash Flow From Investing Activities

Capital Expenditures
Plant Held for Future Use
Changes in debt reserve fund

Net Cash Flows from Investing Activities
Cash Flow From Financing Activities

Change in Restricted Cash
Change in net amounts due to parent and affiliates
Receipt of advances for and contributions in aid of construction
Refunds for advances for construction
Repayments of Long~Term Debt
Dividends Paid
Tax Benefits from exercise of stoke based awards
Paid in Capital

Net Cash Flows Provided by Financing Activities
Increase(decrease) in Cash and Cash Equivalents
Cash and Cash Equivalents at Beginning of Year
Cash and Cash Equivalents at End of Year

(331323)  s
(185,372)
576.802
391 ,430 $

974,337
284.418
292.384
576.802 $

209,707
(924,037)

1.216.421
292,384

39
40
41
42

43
44
45

SUPPORTING SCHEDULES RECAP SCHEDULES



Chaparral City Water Company
Test Year Ended December 31, 2006

Statement of Changes in Stockholder's Equity
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Common

Stock

Additional

Paid-In-Caoital

Retained

EarninQs Total

$ 4,603,140 s 14,925,242 s 4,649,203 $ 24,177,585

$ 4,603,140 $ 14,925,242 $

511 .543
5,160,746

511.543
$ 24,689,128

$ 4,603,140 $ 14,925,242 $

980.707

6,141 ,453

980.707
$ 25,669,835

4

5
6
7
8
g
10

11
12

13
14

15
16

Balance. December 31, 2003
Add fl paid In Capital Adjustment
Dividends

Net Income
Balance. December 31, 2004
Add fl Paid In Capital

Dividends
Net Income
Balance. December 31. 2005
Add fl paid In Capital
Dividends
Net Income
Balance. December 3, 2006 $ 4,603,140 $ 14,929,468 $

505.119
6,646,572

509.345
$ 26,179,180

17

23 SUPPORTING SCHEDULES RECAP SCHEDULES



Chaparral City Water Company

Test Year Ended December 31. 2006

Detail of Plant in Service
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No. Plant Description

Plant

Balance

at
12/31/2005

Plant

Additions

Reclass
ications or

or

Retirements

Plant

Balance

at
12/31/2006

$

305.920
1 .453.952

305.920
1 .518.648

332.065 332.065

301
302
303
304

305
306
307

308
309

310
311
320
330
331
333
334
335
336
339

1.429.796
7.752.767

8.049.264
16.532274

6.938.513
2.630.341

871.877

10.733
121.156
918.360
451.417

95.332
299.756

1506.908
7.763.500
8.170.420

17.450.634

7.389.930
2.725.673
1 .171 .633

1 .610.687
247.269
534.741

23.090
1 .610.687

270.359
535.315

145.814 149.365

341

342
343
344
345
346
347
348

Organization Cost
Franchise Cost
Land and Land Rights
Structures and Improvements
Collecting and Impounding Res

Lake River and Other intakes
Wells and Springs
Infiltration Galleries and Tunnels
Supply Mains
Power Generation Equipment
Electric Pumping Equipment

Water Treatment Equipment
Distribution Reservoirs & Standpipe
Transmission and Distribution Mains

Services
Meters
Hydrants
Backflow Prevention Devices
Other Plant and Miscellaneous Equipment

ice Furniture and Fixtures

Transportation Equipment
Stores Equipment
Tools and Work Equipment

Laboratory Equipment
Power Operated Equipment
Communications Equipment

Miscellaneous Equipment
Other Tangible Plant
Plant Held for Future Use

39
83.748 22.794

39.105
t06.542

TOTAL WATER PLANT $ 48,964,683 $ 2,088,570 $ 51,053,253

34
35

SUPPORTING SCHEDULES RECAP SCHEDULES



Chaparral City Water Company
Test Year Ended December 31, 2006

Operating Statistics
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Prior

Ended
12/31/2006

Ended
12/31/2005

Ended
12/31/2004

1 WATER STATISTICS

5 Total Gallons Sold (in Thousands) 2.084.339 1 .978.940 1.951.810

9
10

Water Revenues from Customers $ 7,673,618 $ 6,436,004 $ 6,030,963

14
15

Year End Number of Customers 13.470 13.001 12

17
18
19

Annual Gallons (in Thousands)
Sold Per Year End Customer

Annual Revenue per Year End Customer $ 569.68 $ 495.04 $ 479.9022
2 3
24
25

Pumping Cost Per 1,000 Gallons
Purchased Water Cost per 1,000 Gallons

$ 0.2965
0.4481

$
$

0.2578
0.4126

$
S

0.2383
0.3639



Chaparral city Water Company
Test Year Ended December 31, 2006

Taxes Charged to Operations
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Prior Prior

Ended
12/31/2006

Ended
12131/2005

Ended
12/31/2004

1 Description

$ 241.774 $ 657,847 $ 343,790Federal Income Taxes
State Income Taxes
Payroll Taxes
Propelly Taxes

44
242.105

42.436
279.529

43.406
280.537

3
4
5
6
7
8

g
10

Totals $ 528,079 $ 979,812 $ 667,733

13



Chaparral City Water Company
Test Year Ended December 31. 2006

Notes To Financial Statements
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See Attached Auditor's Report
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I
PricewaterhouseCoopers LLP
350 ScumGrand Avenue
Los Angeles GA 90071
Telephone 1213) Asa soon
Facsimnia (813\ 837 4444

Report of Independent Auditors

To the Board of Directors and Stockholder of
Chaparral City Water Company

I s

In our opinion. the accompanying balance sheet and statement of capitalization and the related statements
of income. corr nun stockholders equity and cash flows present fairly, 'm all material respects, the
Hnamzial position of Chaparral City Water Company (the "Company") Ar December31, 2006, and the
results of its operations and its cash Hows for the year then ended in conformity with accounting
principles generally accepted in the United States of itunetica. These financial statements arethe
responsibility of the Company's management. Our responsibility is to express an opinion on these
financial statements based on our audit. We conducted our audit of these statements 'tn accordance with
generally accepted atiditing standards as established by the Auditing Standards Board (United States) and
in accordance with time auditing standards Rf the Public Company AccountiNg Oversight Board (ignited
Sites). Those standards require that we plan and pecfvun the audit to obtain reasonable assurance about
whether the financial! statements are free of material misstatement. An audit includesexamining, one test
basis, evidence supporting the amnunis and disclosures 'm the financial statements, assessing the
accounting principles used and significant estimates made by management, and evaluating the overall
fimmcial statement presentation. We believe that out audit provides a reasonable basis for our opinion .

LAW
Apri126,:2007
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Chaparral city Water Company
Balance Sheet
December 31, 2006

Missus
Uutny plant
l g gnwnsulaxW ¢k~pr¢ual¢0n
cwmawsiion viii. Sn progress

N:1 uxihzy piano

S $1,029,714
( I4847296)

2.141 197
38.314,al5

Oirwrvxupeny and Invmsuncnxs
Oxydwdl
Restnctcd ursh

£1,613.94
728661

tz,8;_g;;

'wean
Gui: And canst: equavalznzs

Areounts fwnvnhle, no ofal lnwanoe af '$25,483

Lula-onmpwy mccivahies franc: GSWC
.... . .  -. . . . , . . . . ,  taxes feccivabk from AWR
lztccmt tar. ru.¢-lvable
Unhl i lcd r rv rnuu
MazatlaN andsupplucs
Prqwui expenses Ami othcf cwrcnx assets
licfcrrW l u c an  #m es asmsxu

Rqgulalm m m s  -  a u t e u r
Total current assets

391.438
L3.26l

359.897
3L039

1,022,857
3,4131

324,967
14,521

w2,485
35,751
vs.ofw1

2451 .250

Qtha Ass¢ts
Uehz issuanec costs

Total assets

4241181

L »53.832889

Cspnnlnnnian and Liahirltlcs
Cmnnmn s1u¢lJ\4Jld¢r's ¢quity
Long term d-cht, lcsx currcln manuilies

Tolul apimumiw

s 26,I79,18(1
r. sos am

32 t64.I so

C4»mmnn4cm5 and couungcncics 0461: 9)

L'urr1:m Lnahilnnes
b~»s~t¢nu fffbr. cuncnl
Aneomussnynhle

'"*=t*°1==w=y lm p=Y¢51= roAR
Amid unplayqa expcnsag
Accrued progeny (gm
Accrued lateral
Dives

\

Tubal clurtni liabihllts

zoo,noo
308,239

1,4w.ow
as,r>19

121,041
34,190

254.017
2431746

Othcx Crtdils
Customer depasUs
Anhances fur cdnslludimx
C11n!n'hutions in ad ofmnsuuclioa, rel

Ddmué 5'l¢DIu¢la:cs
Rqulaloq/ l!ablliI¥§

819,845
6,557,243
6,188,963
4,410,137

587,95
60031

ss2xs_664
T018 other an¢i15

Tum: ¢apiu»1iz»xion and liabilities s-- vs 412.419

Thaaccompanying notes are an integral part of these financial statements.
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Chaparral city Water Company
Statement cf Capitalization
December 31. 2886

Common sfnekhukies equity
Common stock, par value SIG; 2,580,008 shares authorized,

468.314 shares issuaci and outstanding
Additional paid-in capital
Retained earnings

S 4,603
14_929_468
6.646.572

25. 179.180

Iring-tern: debt
Industrial Development Auiizoritg; Bands

Series 1997A serial bands, do 1998 through 2887 (14% to 4.8»5%)
Series 1997A neon bonds. das Eewember I, 2811 (5.26%)
Series 1997A term bonds, due December 1, 2822 (5,40%)
Series 199713 tam! bonds, due Dice=rnber 1, 2822 (5.30%)

1_noo.unu
4.618.000
1.0 I5.000

Total lung-term debt

Less' current maturities

Long-term debt, less current maturities

TotalnapiralizaUon

6 8654.800

(28&000)

$585,000

832.164.189

The acmmpanying notes are an integral part otthwe ilnaucial statements
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Chaparral City Water Company
Statement ofincome
Year Ended December 31, zoos

Operating revenues
Sales of water $7,755,907

Operating expenses
Purchased water
Power purchased for pumping

Other operating expenses
General and admmisuzstiwa expenses

Depreciation
Property and other taxes

934,095

618,039
756,952

1,983,106

319,024
1,632,458

286,304

6 5 9 , 9 7 8

Operating Income 1,225,929

Other income (expense)
Iii-l€II¢31 income 64,397

(543,432N
(479,036)

Income from operations before income tax expense 746,893

Income tax expense 241.774

s  505,119

panymg notes integral part of these financial statements
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Chaparral City Water Company
Notes to Financial Statements
December 31 , 2066

Summary of Significant Accemnting Pniicies

Nature of Qpe:'aiiGt1s
Chaparral City Water Company ("CCWC") is a wholly owned subsidiary of American States
Water Company ("AIR*'). Prier to Oatwber 11, 2908. CCWC was a wholly owned subsidiaxjv at
MCO Propcnics Inc. ("MCO"). Of Qctober 10, 2960, AIR compiated the ac>quisitic>n Qr al! the
common stock ofCCWC 80m MCO far an aggregate value of $31.2 miliiou, including
assumption ofapprmdmawiy $82 mfilinn in debt. The acquisition was accounted for as a
purchase and the assets quired and liabilities assumed Grave been recorded EU their estimated fair
values. CCWC is an Arizona pubkfc utility sotnpauy engaged principally in the purchase,
production, distribution and sale cl' water, The Company serves approx-airnately 13,000 cusmmers
in Fountain Hills, Arizona and a ixmrtion of' the city oi'8c¢:>ttsd;de, Arizona. Regulated (ay the
Arfzorxn Corporation Commisskan {"A£3C"), CCWC is required to provide service and grant
credit to cusmmers within its defmeci service area

Basis otPresentatirm
The preparation of tinaucial stamemenfs in accQr82u1c~e with accounting principles generally
accepted in the United Staffs Q1*A,m¢dca requires the Lose of estimates and assumptions that affect
(i) the reported furvautu of zpssuts and liabilities, (ii) el fsclosure o f comingent &Ssels and liabilities
known to exists iifthe dare the financial statements are published, and (iii) the reported amount
ofrevenucs and expenses recognized during each period presented Actual rasuks colllcl difiér
80m those estimates.

Regulatory Accounting
Tim Conmpaxxys accounting policies conform Ia accounting principles generally accepted in the
UniteO States of America, including the accounting principles for rate:-regulated enterprises,
which reflect the ratemxaking policies of the ACC, and are maintained in accordance with the
Uniform System of Accounts prescribed by the ACC. CCWC is subject to regulation by the ACC
to the extent necessary to enable the ACC to determine that CC:WC's rates constitute rvaasonahie
costs to its customers, Aooordingly, CCWC is subject to the provisions of Statement of Finaooial

. nfC'erra.f1nTypos of
Regulation CCWC does not use regulatory balancing accounts in its rate filings with the Acc,
which would represent amounts due to or from its customers based on differences between actual
costs and mm assumed in its rate so-ucture, and accorrlingly, no such amounts arc recorded in
the accompalnyiog financial statements. Dotevred rate case expenses we capitalized as regulatory
assets and amemtizaed as speoifiod by the ACC for rate-making purposes

Accounting Standards {"SFAS") NQ. 71, Accozzntingfor the Edi

Cash and Cash Equivalents
Cash equivaicnts conest of highly liquid money market instruments Vitia original maturities of
iimvc months Ar less. At limes, cash and cash qui vaient balances may be in excess otfederally
insured limits. The Cnmp8nys cash and cash equivalents are held with financial institutions with
high credo; standings
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Chaparral city Water Company
Notes to Financial Statements
Decemlmr 31, 2886

Goodwill
At December 31, 2006, CCWC had $1 1,613,874 of goodwill. The goodwill represents the
difference between the aggregate purchase price and the fair value of CCWC's net assets acquired
by AWR in October 2088. Goodwill is reduced on an ongoing basis to rvzllect the meal We benefit
realized from amnnizing, for tax purposes, tile excess of tax over book goodwill basis
accordance with SFAS No. 109, Acconnlingfar Income Taxes, In accordance with SFAS
No. 142 <>odw.flI and Otis Intangible Assets. goodwill is rested far impairment at le=a==,1
annually on Decembers] Ami Mme frequently if circumstances indicate that it may be impaired,
The goodwill impairment 810682 is a iwo~step process. First, it requires a 'comparison of the blok
value emf rel assets to the fair value, using the ternfmal value method, of the related operaiinns that
have goodwill assigned tn them. If the Fair value is determined Te ire less than book value, a
scaxsnd step is perfanneli to wunpute the aanulrni of the impainnanz. In this process, a fair value
for goodwill is estimate°»c¥, based in part on the fair value Rf the operations used in the first step
and is wmpared to its carrying value- The amount by which memying value exceeds Fair value
represents the 8rT1ount of gcwd will impairzneznt. The current year analysis indicated no
impainneul

Revenue
CCWC records operating rnvenucs when She service is provided to customers. Revenues inckzde
amounts billed to customers on a cycle basis based cm meter reading for services provided and
unbilled revenues representing estimated amounts ro be billed far usage from the last meter
reading date to the: end of the accounting pefiud- Actual usage may vary 88Qm this estimate

Advances for Construction & Contriiisitious-in-aic¥~nf-Constructian
Advances for construction represent amotznts advanced by dev'elopers, which are rciimdable over
ID to 20 years. Refund amounts under the contracts are basedonannual revenues from the
r:xtens§ons. After all refunds am Marie, any remaining balance is transferred to contributions-in
aid of construction. During 2806, approximately $42.3 miilinn Rf advances that expired were
transferred to contributions-in-aiai atszanstnxctinn. Cnntributians-in-aid o f coustructiczt are sitnHar
to zuivances, but require no refunding and are amortized over the useful lives of the related

I)ebt Issuance Cuffs
Original debt issuance casts are capixaiinaed and zuznoriized over (tie lives of the respective issues

New Accounting Prannuneements
Effective January 1, 2606, CCWC adapted the provisions cf SFAS No. 123(R),.Slzare-Based
Pfwrevrf, which requires the reccxgniiion of tscunpensatian expense related tn the fai r value of

stock-based ccsmptms8tiou awards. The adoption ofiixis new standard did not have a mazedai
effect an CCWC*s fiuanciai statements



Chaparral City WaterCompany
Notes to Financial Statements
December 31. 2086

Related Pamy Transactions
CCWC rcacivcs various services from its parent AWR, and firm Golden Slate Water Company
('TiSWC"), a wholly owned subsidiary of AWR. in addition, ASK has an $85 million
syndicates! cwéit farzility. AWK brows under this facility and provides funds lo CCWC in
support of its Qperalious- Amounts owed to AIR for bomswings under this facility total
$1x480,000 as ofDec>ember3 l , 2006 and are included in CCWC's inter-company parables in the
balance sheet. The interest rate charged to CICWC is sufficient to cover AWR's interest cast
under Lhe cretin facility. GSWC alscr allocates cenaiu corporate office administrative and general
casts w CCWC using agreed upon allocation factors based on a weighted ratacalculnfed from
customer numbers, utility plant, expenses and labor costs ("l`nur~tactor method") that was
established by the Califomfa Public Utiliti¢s Commission for regulated companies As of
December 3 I, 2€06, intexccmmpany receivalsles included $31,850 due firm GSWC related to these
allocators

Regulatory Matters

In accardmncc with accounting principles far water-regulated enterprise, CCWC swords regulatory
assets, whisk rcpresenr probable iimrre revenue assasialed with certain costs that will be
recovered from customers though the ratemaldng process, and regulatory liabilities, which
rapreseut pruhalxle future reductions In revenue associated with amounts that are to he cueditaed to
clistnmeus thnaugh the natemaking process. Regulatory assets, less regulatory liabilities, included
in the balance sheet are as follows as Qfbecemlyer31, 2906

Deferred general rate case costs
Asset retirement obligations
Gain on settlement for laval ofweils

s

195.250
47.925

(:t60,00m

(516,825)

Deferred General Rate Case Costs
Defamed rate case expenses are capitalized as regulatory assets anti amortized as specifies by the
ACC female-making purposes

Asset Retirement Obligrstimzsz
E8l§oiivc=January1, 3803, CCW()adopted SFAS No. 143, ccawzlizzgfor Asset Retfrenient
Obligations ': Because retirement <:Gsfs have historically been remvemdiiuwugh rates at the time
Rf wtireunent, upon implementing SFAS No. 143, the cumulative d1l<=f:t was refléctcd as _
regulatory ssaet. CCWC iii also refiectthe gain or ms at settlement as a negWatozy asset nr
Iiabiiity on the balance sheri
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Chaparral City Water Company
Notes to Financial Statements
December 31 2806

The current and deferred components of income tax expense were as follows:

Current p;~gv¢'gi6n
Federal

Sean:
8 146.267

150

146.417Toiai current tax expense

I
Deferred provision

Federal

State

Total deferred tax expense

l114,6i9)
(1<6,8933

(131,512)

Henetit applied lo reduce goodwill 226.869

Total income Tm: expense s 241.774

The federal statutory rate differs from the effective me primarily due kg state taxies, reroof federal
benefit, and aiijustxnenxs resulting from the completion in 2006 of the Intcrnai Revenue¢$erviee
and Joint Committee ofTaxatioxl reviews of an amended 2001 federal return filed in 2005.

7. Enzpluyec Bandit Plans

GSWC has adeiined benet plan (the "Play") that provides eligible employees of GSWCZ and its
affiliates, including ccwc, monthly benefits upon retirement based on average salaries and
kzngth at service. Pension cost of the Company is based an zuxallocation from GSWC ufthe total
cost reiatwzl to the Plan. The allcvcatvd pension cost Fm CCWC was $152,386 for the year ended
December 33 , 21306. Iuformatimx regarding, accumulated and proiectad bencfft ahiigafions is not
prepared an the suhsirliary level. Annual contributions are Marie to the plan, which comply wit fv.
the funding requirements of the Employee Retirement Income Security Act ("¥8RISA"). All
aftstive 'rrmployees are also offered medical.,dental,and visi<JI1cane benefits through various
medical insurance p1an>.

CCWC is aisfn iucludcé in GSWC's 401(k) Investment Unsentive Prngarmln under which
=nzp1<>ye==.=s of Gswc: and its a8Iia@es may invest aperceuixge Gftheir pay, rm ro a maximum
Invésiment prescribed in law, 'm an invastnxent proggranzn Hlalnaged byan outside investuxem;
.....,zapper. Comgagy contributions no the:461(k) are imsaed upon a percentage of inciiviciual
employee corltributicms, The Company conhibutions to the 481 (in) plan for 2086 taataitsd $20,208

14



Chaparral City Water Company
Notes to Financial Statements
December 31, 2006

Related Party Transactions

CCWC bandits from customer scfvica, reguiatftty a8lairs, human resources, insurance, legal
employee benefits, management, accounting and financial services provided and paid far by
GSWC and reimbursed by CCWC. GSWC allocates these casts to CCWC using agreed upon
allocation factors based on a weighted rate caictskated from customer numbers, utility plant
expenses and labor mosts ('*FQur-f8ctor method") that was established by the California Pubis:
Utilities Cozumis$i<1n far regulated companies. The costs for these scrv¥c¢'s, including allocated
cost f<>r due employee benefit plans discussed above, were 31,292,436 Fm* the Wm ended
December 31, 2806 and have been included ix: other operating exptmses and general and
administrative expenses

(Zummitmcnts and Contingencies

CCWC obtains its water supply from two operating wells and from Colcararkr River water
delivered by the Central Arizona Project ("cAP"). The majfrriiy of CCWC's water supply is
obtained from its CAP aiiocaticm and wet! water is used fer peaking capacity in excess of
treatment plant capability, during treatment plant shuiciavm, and to keep the well system in
Qptimai operating canditinn.

CCWC: has an assured water supply designation, izmy decision and order of the Arizmza
Deparunent of Water Resources ("AI3WR"), providing in part Lhag, subjaci to its nxquireuwnts
CCWC has a suE5tiient supply of groundwater and CAI' water which is physically, centinuausly
and legally available so satisfy current and camn1itJ;»':d demands of its custormurs, plus at least two
years of predicted demands, for 100 years. On April 7, 2904 ti ADWR issued a derision
conErving that CCWC has demonstrated the physical, legal and continuous availability QFCAP
water and gxoundwamn in an aggregate volume c>f` 9,828 acre-fe¢i per year for a minimum of 100
vcxxrs

cnzwc has a longzerna water supply contract with the Central. Ariana Water Conservation
District {the "District") tiuough September 2833, and is entitled to lake 6,978 Rare feet Qt waiter
per year from the (JAP, The maintenance rate for such water delivered is set bathe District and is
subject to annual increases. The eszixnatad remaining cummiwent unclear iizis contract is 35.3
million as of December 31, 2806 with an Gstimatezi annual payment of`$19S,0*30

'The Arizona Water Settlement Act wax signed into "Eaw in December 2884. This legislaiinn
ymvides for the additional CAP allocation to CCWC in the amount of 1,931 ante-feet per yea:
In order to receive ibis adciiticwnal aikmcarion, C£_.W{8* must enter 'mM a revised wntnact with the
District. CCWC is working Cm an amendment w=¥!&\8e District ts: pmzchase the 1,931 are~feet of
vmtnr W year ufadditinnai CAP watter rights far an estinaafted axnnunt ui'$1.1 million as of
Uwemher 31, 211016. The ptive is subject Te urilher adjus4111ent and is exyectvé to 'Increase until

with the District is executed, CCWC expects to apply to the ADWR to ruaciify and increaseits
designation of" assured supply from 9,838»acre»feet per year to 11,759 acre-feet per ye=a1'

rural written agreement is execuzeé, which is anticipated to ix: 'um 2807. Cloe n revised contract



Chaparral City Water Company

December 31, 2808
rates to Financial Statements

Notwithstasrding an assured water supply designation, CCWC's water supply may be suhjecz :Q
interruption nr reduction, in particular owing to interruption or reduction Qt' CAP water. In the
event et interruption or rcxiuctifm Gr CAP CCWC c811 rely an its wail war supplies for
short-term periods. Hawevet, the quantity of water CCWC supplies to some or all of' its
customers may be interrupted or curtailed, pursuant to the provisions <>f its tarif'I3. CCWC has the
physical capability to deliver water in excess of that whirl is currently aceounteci for in
assured waler supply account

CCWC is Envelved 8am time to time in claims andliti Qn, both aS piainti8° and defendant, in
the ordinary coarse ii' business.
will not have a material adverse efi"e<:t upon CCWC's results of operations, financial position nr
cash flows

Management is of the apininn that the outcome of such litigafiou
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Chaparral City Water Company
Test Year Ended December 31, 2006

Projected Income Statements - Present 81 Proposed Rates

Exhibit
Schedule F-1
Page 1
Witness: Bourassa

At Present
Rates

At Proposed
Rates

Test Year
Actual
Results

Ended
12/31/2007

Ended
12/31/2007

Revenues
Metered Water Revenues
Unmetered Water Revenues
Other Water Revenues

$ 7,673,618 $ 7,364,411 $ 10,427,811

$
82.289

7,755,907 $
82

7,446,700
82

$ 10,510,100

Operating Expenses
$ $ 969,244

831 .656
602.982
127.457
104.609
19.800

924,576
934.095
618.039
127.457
104.609

19.800
266.544
43.458

969,244
831.656
602.982
127.457
104.609
19.800

266.544
43.458 43.458

70.430
(1 ,294)

70.430
(1,294)

70.430
(1,294)

Salaries and Wages
Purchased Water
Purchased Power
Chemicals
Repairs and Maintenance
Office Supplies and Expense
Outside Services
Water Testing
Rents
Transportation Expenses
Insurance - General Liability
Insurance - health and Life
Regulatory Commission Expense
Miscellaneous Expense
Depreciation Expense
Taxes Other Than Income
Property Taxes
Income Tax

Rate Case 168.158
1.243.108
1.632.458

44.200
242.105
241.774

144.871
1.259.948
1.608.019

47.873
295.813
270.020

144.871
1.259.948
1.608.019

47.873
295.813

1 .452.458

26
27
28
29

$
$

6,679,517
1,076,390

$
$

6.661.429
785,271

$
$

7,843,867
2,666,233

(367,737) (367,737)

32

64
(91 ,835)

(543,433)
(400)

34
35

36

Total Operating Expenses
Operating Income
Other Income (Expense)

Interest Income
Other income
Interest Expense
Other Expense
Gain/Loss Sale of Fixed Assets

Total Other Income (Expense)
Net Profit (Loss)

$ (571,271) $
505,119 $

(367,737) $
417,534 $

(367,737)
2,298,496



Chaparral City Water Company
Test Year Ended December 31. 2006

Projected Statements of Changes in Financial Position
Present and Proposed Rates

Exhibit
Schedule F-2
Page 1
Witness: Bourassa

At Present
Rates

At Proposed
Rates

Test Year
Ended

12/31/2006
Ended

12/31/2007
Ended

12/31/2007

505,119 $ 429,534 $ 2,310,496

1.632.458
11

(131,512)
226.869
26.501
93.671

1 .632.458 1.632.458

59.275
13.943

26
27
28

$

(19,837)
21

(42,939)
34.934

(107,177)
(146,153)
253.543

2,434,519 s 2,061,992 $ 3,942,954

(2,283,627)

$
(4,941)

(2,288,568) $
32
33

(600,000) (600,000)

36
37

(4,481)
(600,000)

1.099.205
(488,128)
(340,309)

(488,128)
(280,000)

(488,128)
(280,000)

41
42
43
44
45

Cash Flows from Operating Activities
Net income
Adjustments to reconcile net income to net cash
provided by operating activities

Depreciation and Amortization
Provision for Doubtful Accounts
Deferred Income Taxes
Tax Benefit on Goodwill
Amortization of Debt Issuance Costs
Other
Changes in Certain Assets and Liabilities

Accounts Receivable
Unbilled Revenues
Materials and Supplies Inventory
Prepaid Expenses
Deferred Charges/Regulatory Liabilities
Accounts Payable
intercompany payable
Customer Deposits
Intercompany taxes receivable and taxes payable
Other assets and liabilities

Net Cash Flow provided by Operating Activities
Cash Flow From Investing Activities

Capital Expenditures
Plant Held for Future Use
Changes in debt reserve fund

Net Cash Flows from Investing Activities
Cash Flow From Financing Activities

Change in Restricted Cash
Change in net amounts due to parent and affiliates
Receipt of advances for and contributions in aid of construction
Refunds for advances for construction
Repayments of Long-Term Debt
Dividends Paid
Tax Benefits from exercise of stoke based awards
Paid in Capital

Net Cash Flows Provided by Financing Activities
Increase(decrease) in Cash and Cash Equivalents
Cash and Cash Equivalents at Beginning of Year
Cash and Cash Equivalents at End of Year

$ (331,323) $(1,368,128) $(1,368,128)
(185,372) 693.864 2.574.826
576.802 391.430 391.430
391,430 s 1,085,294 $ 2,966,256



Chaparral City Water Company
Test Year Ended December 31, 2006
Projected Construction Requirements

Exhibit
Schedule F-3
Page 1
Witness: Bourassa

2007
$

2008
$

2009
$

11 ,000
3,733,000

50,000
225,000
55,000

11 ,000
1 ,575,000

25,000
225,000
55,000

11 ,000
1 ,293,800

25,000
225,000
55,000

Account
Number

301
302
303
304
306
307
310
311
320
330
331
333
334
335
339
340
341
343
344
345
346
348

Plant Asset:
Organization Cost
Franchise Cost
Land and Land Rights
Structures and Improvements
Lake, River and Other Intakes
Wells and Springs
Power Generation Equipment
Electric Pumping Equipment
Water Treatment Equipment
Distribution Reservoirs & Standpipe
Transmission and Distribution Mains
Services
Meters
Hydrants
Other Plant Structures and Improvements
Office Furniture and Fixtures
Transportation Equipment
Tools and Work Equipment
Power Operated Equipment
Communications Equipment
Miscellaneous Equipment
Other Tangible Plant

6,000
22,000
35,000

6,000
27,500
26,000

6,000
27,500

105,000

Line
No.
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27

28
29
30

Total s 4,137,000 $ 1,950,500 $ 1,748,300



Chaparral City Water Company
Test Year Ended December 31, 2006

Assumptions Used in Rate Filing

Exhibit
Schedule F-4
Page 1
Witness: Bourassa

Property Taxes were computed using the method used by the Arizona Department
of Revenue

Projected construction expenditures are shown on Schedule A-4.

Expense adjustments are shown on Schedule C2, and are explained in the testimony.

Accumulated depreciation and depreciation expense were computed at Arizona Corporation
Commission allowed rated in Prior Commission Decision.

Line
No.
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15

Income taxes were computed using statutory state and federal income tax rates.
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Chaparral City Water Company
Test Year Ended December 31, 2006

Revenue Summary
With Annualized Revenues to Year End Number of Customers

Exhibit
Schedule H-1
Page 1
Vastness: Bourassa

Meter
8 4 9

3/4 Inch
1 Inch

1 .5 Inch
2 Inch
3 Inch

Class
Residential
Residential
Residential
Residential
Residential

s

Present
Revenues

3,455,850
2,342,394

31 ,414
123,686
10,012

s

Proposed
Revenues

4,715,406
3,195,743

42,861
168,752
13,660

$

Dollar
Chanqe

1,259,557
853,348
11,447
45,067
3,648

Percent
Change

36.45%
36.43%
36.44%
36.44%
36.44%

Percent
of

Present
Water

Revenues
45.08%
30.56%
0.41%
1.61%
0.13%

Percent
of

Proposed
Water

Revenues
42.20%
28.60%
0.38%
1 .51 %
0. 12%

Subtotal 5,963,356 8,136,423 2,173,066 36.44% 77.79% 72.82%

3/4 Inch
1 Indy

1.5 Inch
2 Inch
3 Inch
4 Inch

Commercial!
Commercial
Commercial
Commercial
Commercial
Commercial

$ 57,867
98,616

140,a40
222,208
14,217
34,290

$ 92,600
134,544
192,160
303,175
19,397
46,784

24,733
35,928
51,319
80,967
5,181

12,494

36.44%
36.43%
36.44%
36.44%
36.44%
36.44%

0.89%
129%
1 .84%
2.90%
0.19%
045%

0.83%
1.20%
1.72%
2.71%
0.17%
0.42%

Subtotal $ 578,038 $ 788,660 $ 210,622 36.44% 754% 7.06%

3/4 Inch
1 Inch

1.5 Inch

Industrial
Industrial
Industrial

$ 304
272
328

$ 415
372
447

$ 111
99

119

36.45%
36.43%

0.00%
0.00%
0.00%

0.00%
0.00%
0.00%

Subtotal s 904 $ 1,234 330 36.44% 0.01% 0.01%

s s Q1 .64%
98.70%

0.90%
2.33%
1.75%
2.11%
1.99%
4.21%

1. 19%
3. 18%
2.37%
2.85%
2.93%
6.24%

3/4 Inch
1 Inch

1.5 Inch
2 Inch
4 Inch
6 Inch

Irrigation
In'igaiion
Irrigation
Irrigation
Im'galion
Irrigation

59,200
178,745
134,012
161,987
152,769
322,475

132,615
355,164
264,248
318,701
327,154
696,965

63,415
176,419
130,236
156,713
174,384
374,491

96.74%
114.15%
116.13%

Subtotal 1,019,188 2,094,846 1 ,075,65B 105.54% 13.30% 18.75%

s $ 81
1 .004

471

44.78%
74.03%
72.95%

0.00%
0.02%
0.01%

0.00%
0.02%
0.01%$

3/4 Inch
1 Inch
2 Inch
3 Inch
4 Inch

Construction
Construction
Construction
Construction
Construction

181
1 ,357

646
1B,B26
2,247

262
2,361
1 ,117

36,097
3,808 s 1,561 69.50% 003% 0.03%

Subtotal $ 23,256 s 43,645 s 20,389 87.67% 0.30% 0.39%

3 Inch
4 Inch

Fire Hydrant Meter (IMation)
Fire Hydrant Meter (Irrigation)

s 65,878
9.178

s 89,883
12,521

24,006
3,344

36.44%
36.43%

0.86%
0. 12%

0.80%
0.11%

Subtotal s 75,055 $ 102,405 27,349 36.44% 0.98% 0.92%

34 inch
1 Inch

1.5 Inch

Fire Sprinkler
Fire Sprinkler
Fire Sprinkler

s 5,164
244
363

$ 5,165
245
363

1

1

1

0.03%
0.57%
0.25%

0.07%
0.00%
0.00%

0.05%
0.00%
0,00%

Subtotal 4 0.08% 0.05%

100.00%

Une
98 ;

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
51
52

Total Revenues Before Annualization

$ 5,770 s 5,774

$ 7,665,568 $ 11,1/2,987 $ 3,507,418

0.06%

45.76% 100.00%



Chaparral City Water Company
Test Year Ended December 31. 2006

Revenue Summary
With Annualized Revenues to Year End Number of Customers

Exhibit
Schedule H-1
Page 2
Witness: Bourassa

Revenue Annualization

Meter Proposed
Revenues

$ 3

Dollar
Chance

Percent
Chance

Additional
Bill$ to be

Issued
61

Sdledule
NumberPresent

Revenues
$ 2,317

65.260 23.774

3
4
5
6
7
8
9
10

3/4 Inch
1 Inch

1.5 Inch
2 Inch
a Inch

Class
Residential
Residential
Residential
Residential
Residential

36.43%
36.44%
36.44%

7

Additional
Gallons to
be Pumped
(In 1,000'S)

639
13.15t

215
72

421

C-2. P7.1
C-2. P7.2
C-2. P7.3
C-2_ P7.4
C-2. P7.5

Subtotal $

$

70,480 $ 96.157 25.677 36.43% 14.497 C-2. p7/5

36.43%

(284)

13
14
15
16
17
18
19

3/4 Inch
1 Inch

1 .5 Inch
2 Inch
3 Inch
4 Inch

Commercial
Commercial
Commercial
Commercial
Commercial
Commercial

(778)
(206)

(1,062)
(281) 0.00%

(14) c-2, p7.6
704 C-2. P7.7
551 C-2. P7.8

(222) C-2, p7.9
(24) C-2, P7.10

Subtotal 52.645 t4a4.43°A

22
23
24
25

3/4 Inch
1 Inch

1.5 Inch

Industrial
Industrial
Industrial

0.00%

Subtotal 0.00%

13.025
90.11%
97.81%
96.33%

324 C-2. p7.11
3.086 c-2. p7.12

869 C-2. P7.13

28
29
30
31
32
33

3/4 Inch
1 Inch

1.5 Inch
2 Inch
4 Inch
6 Inch

Irrigation
Irrigation
Irrigation
Irrigation
Irrigation
Irrigation

(111,693)
(280,818)

(246,237)
(618,308)

(134,544)
(337,490)

0.00%
000%

(69,780) c-2, p1.14a&
(179,785) C-2, p1.15a&

Subtotal $ (383,233) $

$

(846,282) (463,049) 120.83% (245,285)

37
38
39
40
41
42

3/4 Inch
1 Inch
2 Inch
3 Inch
4 Inch

Construction
Construction
Construction
Construction
Construction

Subtotal

45
46
47

3 Inch
4 Inch

Fire Hydrant Meter (Irrigation)
Fire Hydrant Meter (Irrigation)

$

Subtotal 0.00%

49
50
51
52
53

34 inch
1 Inch

1.5 Inch

Fire Sprinkler
Fire Sprinkler
Fire Sprinkler

0.00%

Subtct

56 Total Revenue Annualization

57

S (309,207) $ (745,287) $ (384,727) (229,792)



Chaparral City Water Company
Test Year Ended December 31, 2006

Revenue Summary
With Annualized Revenues to Year End Number of Customers
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Percent
of

Present
Water

Revenues
3
4
5

Subtotal Metered Revenues
Subtotal Revenue Annualization
Total Metered Revenues

$ s

Percent
Chanqe

45.76%
141 .03%
41.75%

100.00%
4.0a%

Percent
of

Proposed
Water

Revenues
100.00%

M
$

Present
Revenues

$ 7,665,568
(309,207)

7,356,362 s

Proposed
Revenues

11,172,987
(745,287)

10,427,700 $

Dollar
Change

3,507,418
(436,080.03)

3,071,338

82,289 $ 82.289 0.00%7
8
g
10

Misc. Revenues
Reconciling Amount to GL
Total Water Revenues $ 7,438,651 $ 10,509,989 $

(8,050)
3,063,289 41.18%

Revenue Reconciliation

$

$

7.665.568
7.673.618

(8,050)
0. 10%

Revenue per bill count before revenue annualization
Revenue per GL (metered water revenues)
Difference
Difference %
Tolerance %
Tolerance Amount + or 38.368

12
13
14
15
16
17
18
19
20
21
22

Acceptable?

24



Chaparral City Water Company
Test Year Ended December 31, 2006

Customer Summary

Exhibit
Schedule H-2
Page 1
Witness: Bourassa

(a)
Average

Number of
Customers

at
12/31/2006

3/4 inch
1 Inch
1.5 Inch
2 Inch
3 Inch

Meter Size. Class
Residential
Residential
Residential
Residential
Residential
Subtotal

8,368
4,000

21
39
3

12,431

Average
Consumntlon

8,450
10,095
29,821
72,924
70,226

$

Revenues
Present Proposed
Rates Rates

32.38 44.17
48.14 65.68

120.55 164.48
256.77 350.32
322.97 440.65

$

Pl'oDo$€d Increase
Dollar Percent

Amount Amount
11.80 36.45%
17.54 36.43%
43.93 36.44%
93.55 36,44%

117.68 36.44%

3/4 Inch
1 Inch
1.5 Inch
2 Inch
3 Inch
4 Inch

Commercial
Commercial
Commercial
Commercial
Commercial
Commercial
Subtotal

115
114

66
71
5
4

375

12,528
17,907
47,736
68,389
34,550

186,146

$ 46,97
67.83

165.69
245.34
233.06
696.09

$ 64.09
92.53

226.07
334.73
317.99
949.71

17.12
24.71
60.37
89.39
84.93

253.62

36.44%
36.43%
36.44%
36.44%
36.44%
36.44%

5,375 $
$
$

24,63
22.70
65.56

$
$
$

33.60
30.97
89,45

8.98
8.27

23.89

35.45%
36.43%
36.45%

3/4 Inch
1 Inch
1.5 Inch

Industrial
Industrial
Industrial
Subtotal

1
1
0
2

8,000

3/4 Inch
1 Inch
1.5 Inch
2 Inch
4 Inch
6 Inch

Irrigation
Irrigation
Irrigation
Irrigation
Irrigation
Irrigation
Subtotal

145
170

68
52
4
3

442

16,732
41,781
76,173

119,346
1,813,070
5,451,042

$
$
$
$
s
s

39.70
87.88

164.23
259.18

3,055.39
8,957.63

$ 76.08
$ 174.61
s 323.83
s 509.92
$ 6,543.08
$ 19,360.15

36.38
86.73

159.60
250.74

3,487.69
10,402.53

91.64%
98.70%
97.18%
96.74%

114.15%
116.13%

3/4 Inch
1 Inch
2 Inch
3 Inch
4 Inch

Construction
Construction
Construction
Construction
Construction
Subtotal

1
3
0
4
1
8

959
11,803
36,000

180,682
94,500

$
$
$
s
s

15.10
41.11

129.16
427.86
374.42

s
$
$
$
$

21.86
71.55

223.38
820.39
634.63

6.76
30.44
94.22

392.53
260.21

44.78%
74.03%
72.95%
91.74%
69.50%

3 Inch
4 Inch

Fire Hydrant Meter (lnigafion)
Fire Hydrant Meter (irrigation)
Subtotal

26

1

26

26,121
516,917

s
s

211.82
1,529.63

$
$

289.01
2,086.90

77.19
557.27

36.44%
36.43%

Line

MQ;
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46

47

34 inch
1 Inch
1.5 Inch

Fire Sprinkler
Fire Sprinkler
Fire Sprinkler
Subtotal

43
2
3

48

3
63
28

$
$
$

10.01
10.16
10.07

$
$
$

10.01
10.22
10.10

0.00
0.06
0.03

0.03%
0.57%
0.25%

Total 13,333
(a) Average number of customers of less than one (1), indicates that less than 12 bills were issued during the year.
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Chaparral city Water Company
Changes in Representative Rate Schedules

Test Year Ended December 31 , 2006

Exhibit
Schedule H-3
Page 3
Witness: Bourassa

No.

Present
Rates

$ 25,00
$ 35.00
$ 35.00
$ 50.00
$ 35.00

Proposed
Rates

$ 25.00
$ 35.00
$ 35,00
$ 50.00
$ 35.00

$ 50.00 $ 50.00

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
15
17
18

Other Service Charqes
Establishment
Establishment (After Hours)
Reconnection (Deliquent)
Reconnection (Deliquent and After Hours)
Meter Test
Deposit Requirement (Residential)
Deposit Requirement (None Residential Meter)
Hydrant Meter Deposit
Deposit Interest
Re-Establishment (With-in 12 Months)
Re-Establishment (After Hours)
NSF Check
Deferred Payment, Per Month
Meter Re-Read
Charge of Moving Customer Meter
Customer Requested per Rule R14-2-405B

After hours service charge, per Rule R14-2-403D

$ 25.00 $ 25.00
1.50%

$ 25.00 $ 25.00

Refer to
Above

Charges

Refer to
Above

Charges

20 Late Charge per month
21 Off-site Facilities Hook-up Fee (See H-3, page 5)
22 CAP Hook-up Fee (See H-3, page 5)
23
24 (a) Residential - two times the average bill. Non-residential - two and one-half times the average bill
25 (b) Interest per Rule R14-2-403(B)
26 (c) Minimum charge times number of full months off the system. per Rule R14-2-403(D)
27 (d) New water installations. May be assessed only once per parcel, service connection, or lot within a sub

division. Purpose is to equitably apportion the costs of constructing additional off-site facilities to provide
water production, delivery, storage, and pressure among all new service connections

30 (e) New water installations. May be assessed only once per parcel, service connection, or lot within a sub
division. Purpose is to recover the costs of additional 1,931 a.f. of CAP allocation. Fee will be recomputed
annually to take into account carrying costs of unrecovered balance and annual payment

34
35
36
37
38

IN ADDITION TO THE COLLECTION OF REGULAR RATES, THE UTILITY WILL COLLECT FROM
ITS CUSTOMERS A PROPORTIONATE SHARE OF ANY PRIVILEGE, SALES, USE, AND FRANCHISE
TAX. PER COMMISSION RULE 14-2-409D(5)

ALL ADVANCES AND/OR CONTRIBUTIONS ARE TO INCLUDE LABOR, MATERIALS, OVERHEADS
AND ALL APPLICABLE TAXES, INCLUDING ALL GROSS-UP TAXES FOR INCOME TAXES, IF APPLICABLE

40 All advances and/or contributions are to include labor, materials and parts, overheads and all applicable taxes
41 including all gross-up taxes, if applicable



Chaparral City Water Company
Test Year Ended December 31. 2006

Meter and Service Line Charges

Exhibit
Schedule H-3
Page 4
Witness; Bourassa

2
3
4

Meter and Service Line Charges

Present
Service

Proposed
Service

g
10
11
12
13
14
15
16
17
18
19
20
21
22

5/8 X 3/4 Inch
3/4 Inch
1 Inch
1 1/2 Inch
2 Inch / Turbine
2 Inch / Compound
3 Inch / Turbine
3 Inch l Compound
4 Inch /Turbine
4 Inch / Compound
6 Inch /Turbine
6 Inch / Compound
8 Inch & Larger

Charge
$ 385.00

385.00
435.00
470.00
630.00
630.00
805.00
845.00

1.170.00
1.230.00
1.730.00
1.770.00
At Cost

$

Present
Meter
Install
action

Charge
135.00
215.00
255.00
465.00
965.00

1.69000
1 .470.00
2265.00
2.350.00
3,245.00
4.545.00
6280.00
At Cost

$

Total
Present
Charqe

520.00
600.00
690.00
935.00

1.595.00
2.320.00
2,275.00
3. 110.00
3.520.00
4.475.00
6.275.00
8.05000
At Cost

Charge
$ 385.00

385.00
435.00
470.00
630.00
630.00
805.00
845.00

1.170.00
1,230.00
1,730.00
1.770.00
At Cost

Proposed
Meter
Install
action

Charge
$ 135.00

215.00
255.00
465.00
965.00

1 .690.00
1.470.00
2.265.00
2,350.00
3,245.00
4,545.00
6280.00
At Cost

Total
Proposed
Charqe

$ 520.00
600.00
690.00
935.00

1.595.00
2.320.00
2.275.00
3.110.00
3,520.00
4,475.00
6,275.00
8.050.00
At Cost

NlT = No Tariff25
26
27
28
29
30

(a) As meters and service lines are now taxable income for income purposes, The
Company shall collect income taxes on the meter and service line charges
Any tax collected will be refunded each year as the meter deposit is refunded

33



Chaparral City Water Company
Test Year Ended December 31 . 2006

Hook-Up Fees

Exhibit
Schedule H-3
Page 5
Witness: Bourassa

2 Off-site Facilities Hook-up Fee

Present
Charge

$ 1,000 $

Proposed
Charqe

2

6
7
8
9
10
11
12
13
14

5/8 x 3/4 Inch
3/4 Inch
1 Inch
1 1/2 Inch
2 Inch
3 Inch
4 Inch
6 Inch or larger

16.000
25.000
50.000

16.000
25.000
50

16



Chaparral City Water Company
Bill Comparison Present and Proposed Rates
Meter Size: 3/4 Inch Residential

Exhibit
Schedule H-4
Page 1
Witness: Bourassa

Usage
Percent
Increase

$ $

13.60
Present Rates:
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 3,000 $
Up to 9,000 $
Over 9,000 $

1.68
2.52
3.03

l

18.56

1 ,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000
9,000

10,000
12,000
14,000
16,000
18,000
20,000
25,000
30,000
35,000
40,000
45,000
50,000
60,000
70,000
80,000
90,000

100,000

Present
QS

13.60
15.28
16.96
18.64
21 .16
23.68
26.20
28.72
31 .24
33.76
36.79
42.85
48.91
54.97
61 .03
67.09
82.24
97.39

112.54
127.69
142.84
157.99
188.29
218.59
248.89
279.19
309.49

Proposed
BM
18.56
20.85
23.14
25.44
28.87
32.31
35.75
39.19
42.63
46.06
50.20
58.47
66.73
75.00
83.27
91 .54

112.21
132.88
153.55
174.22
194.89
215.56
256.90
298.24
339.58
380.92
422.26

Dollar
Increase
$ 4.96
$ 5.57
$ 6.18
$ 6.80
$ 7.71
$ 8.63
$ 9.55
$ 10.47
35 11.39
$ 12.30
$ 13.41
$ 15.62
$ 17.82
$ 20.03
35 22.24
$ 24.45
$ 29.97
$ 35.49
$ 41.01
$ 46.53
$ 52.05
$ 57.57
$ 68.61
$ 79.65
$ 90.69
$101.73
$112.77

36.47%
36.47%
36.46%
36.46%
36.46%
36.45%
36.45%
36.45%
36.45%
36.45%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%

Proposed Rates:
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 3,000 $
Up to 9,000 $
Over 9,000 $

2.29
3.44
4.13

32.38 $ 44.17 $ 11.80 36.45%
Average Usage

8,450 $
Median Usage

5,500 $ 24.94 $ 34.03 $ 9.09 36 .45%

Page 1 of 1



Chaparral City Water Company
Bill Comparison Present and Proposed Rates
Meter Size 1 Inch Residential

H-4
2

Witness; Bourassa

Exhibit
Schedule

Present Proposed
Usage

$ 22.70 $
PresentRates
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons

24,000 $
24,000 $

10.000
12.000
14.000
16.000
18.000
20.000
25.000
30.000
35.000
40.000
45.000
50.000
60.000
70.000
80.000
90.000

100.000

86.21
101.36
116.51
131.66
146.81
161.96
192.26
222.56
252.86
283.16
313.46

30.97
34.41
37.85
41 .28
44.72
48.16
51 .ea
55.04
58.47
61 .91
65.35
72.23
79.10
85.98
92.85
99.73

117.62
138.29
158.96
179.63
200.30
220.97
262.31
303.65
344.99
386.33
427.67

Dollar
Increase
$ 8.27
$ 9.19
$ 10.11
$ 11.02
$ 11.94
$ 12.86
$ 13.78
$ 14.70
$ 15.61
$ 16.53
$ 17.45
$ 19.29
$ 21.12
$ 22.96
$ 24.79
$ 26.63
$ 31.41
$ 36.93
$ 42.45
$ 47.97
$ 53.49
$ 59.01
$ 70.05
$ 81.09
$ 92.13
s 103.17
$ 114.21

Percent
Increase

36.43%
36.439
36.439
36.43%
36.43%
36.439
36.43%
36.439
36.43%
36.43%
36.43%
36.439
36.43%
36.43%
36.439
36.43%
36.439
36.43%
36.43%
36.43%
36.43%
36.43%
36.43%
36.43%
36.43%
36.43%
36.43%

Proposed Rates
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons

24,000 $
24,000 $

48.14 $ 65.68 $ 17.54 36.43%
Average Usage

10,095 $
Median Usage

7,500 s 41.60 $ 56.76 $ 15.16 36.43%

Page 1 of 1



Chaparral City Water Company
Bill Comparison Present and Proposed Rates
Meter Size: 1 1/2 Inch Residential

Exhibit
Schedule H-4
Page 3
Witness: Bourassa

Usage
Percent
Increase

$ $

45.40
Present Rates:
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 60,000 $
Over 60,000 $

2.52
3.03

61.95

1,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000
9,000

10,000
12,000
14,000
16,000
18,000
20,000
25,000
30,000
35,000
40,000
45,000
50,000
60,000
70,000
80,000
90,000

100,000

Present

.am
45.40
47.92
50.44
52.96
55.48
58.00
60.52
63.04
65.56
68.08
70.60
75.64
80.68
85.72
90.76
95.80

108.40
121 .00
133.60
146.20
158.80
171 .40
196.60
226.90
257.20
287.50
317.80

Proposed

BM
61 .95
65.39
68.83
72.26
75.70
79.14
82.58
86.02
89.45
92.89
96.33

103.21
110.08
116.96
123.83
130.71
147.90
165.09
182.28
199.47
216.66
233.85
268.23
309.57
350.91
392.25
433.59

Dollar
Increase
$ 16.55
$ 17.47
$ 18.39
$ 19.30
$ 20.22
$ 21.14
$ 22.06
35 22.98
$ 23.89
$ 24.81
$ 25.73
$ 27.57
$ 29.40
$ 31.24
$ 33.07
$ 34.91
$ 39.50
s 44.09
$ 48.88
$ 53.27
$ 57.86
$ 62.45
$ 71.63
$ 82.67
$ 93.71
$ 104.75
$ 115.79

36.45%
36.45%
36.45%
36.45%
36.45%
36.45%
36.45%
36.45%
36.45%
36.45%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.43%
36.43%
36.43%
36.43%
36.43%

Proposed Rates:
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 60,000 $
Over 60,000 $

3.44
4.13

120.55 $ 164.48 $ 43.93 36.44%
Average Usage

29,821 $
Median Usage

21,500 $ 99.58 $ 135.87 $ 36.29 36.44%

Page 1 of 1



Chaparral City Water Company
Bill Comparison Present and Proposed Rates
Meter Size: 2 Inch Residential

Exhibit
Schedule H-4
Page 4
Witness: Bourassa

Usage
Present

B14

Percent
Increase

$

73.00
Present Rates:
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 100,000 $
Over 100,000 $

2.52
3.03

99.61

1 ,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000
9,000

10,000
12,000
14,000
16,000
18,000
20,000
25,000
30,000
35,000
40,000
45,000
50,000
60,000
70,000
80,000
90,000

100,000

73.00
75.52
78.04
80.56
83.08
85.60
88.12
90.64
93.16
95.68
98.20

t03.24
108.28
113.32
118.36
123.40
136.00
148.60
161 .20
173.80
186.40
199.00
224.20
249.40
274.60
299.80
325.00

Proposed

M
$ 99.61

103.05
106.49
109.92
113.36
116.80
120.24
123.68
127.11
130.55
133.99
140.87
147.74
154.62
161 .49
168.37
185.56
202.75
219.94
237.13
254.32
271 .51
305.89
340.27
374.65
409.03
443.41

Dollar
Increase
$ 26.61
$ 27.53
$ 28.45
$ 29.36
$ 30.28
$ 31.20
$ 32.12
$ 33.04
$ 33.95
$ 34.87
$ 35.79
$ 37.63
$ 39.46
$ 41.30
$ 43.13
$ 44.97
$ 49.56
$ 54.15
$ 58.74
$ 63.33
$ 67.92
$ 72.51
$ 81.69
$ 90.87
$ 100.05
$ 109.23
$ 118.41

36.45%
36.45%
36.45%
36.45%
36.45%
36.45%
36.45%
36.45%
36.45%
36.45%
36.45%
36.45%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.43%
36.43%
36.43%

Proposed Rates:
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 100,000 $
Over 100,000 $

3.44
4.13

256.77 $ 350.32 $ 93.55 36.44%
Average Usage

72,924 $
Median Usage

51,500 s 202.78 $ 276.67 $ 73.89 36.44%

Page 1 of 1



Chaparral City Water Company
Bill Comparison Present and Proposed Rates
Meter Size: 3 Inch Residential

Exhibit
Schedule H-4
Page 5
Witness: Bourassa

Usage
Present

M
$

146.00
PresentRates :
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
up to 225,000 $
Over 225,000 $

2.52
3.03

199.21

1,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000
9,000

10,000
12,000
14,000
16,000
18,000
20,000
25,000
30,000
35,000
40,000
45,000
50,000
60,000
70,000
80,000
90,000

100,000

146.00
148.52
151 .04
153.56
156.08
158.60
161 .12
163.64
166.16
168.68
171 .20
176.24
181 .28
186.32
191 .36
196.40
209.00
221 .60
234.20
246.80
259.40
272.00
297.20
322.40
347.60
372.80
398.00

Proposed

_EM
$ 199.21

202.65
206.09
209.52
212.96
216.40
219.84
223.28
226.71
230.15
233.59
240.47
247.34
254.22
261 .09
267.97
285.16
302.35
319.54
336.73
353.92
371 .11
405.49
439.87
474.25
508.63
543.01

Dollar
Increase
$ 53.21
$ 54.13
$ 55.05
$ 55.96
$ 56.88
$ 57.80
$ 58.72
$ 59.64
$ 60.55
$ 61.47
$ 62.39
S 64.23
$ 66.06
$ 67.90
$ 69.73
$ 71.57
$ 76.16
$ 80.75
$ 85.34
$ 89.93
$ 94.52
$ 99.11
$ 108.29
$ 117.47
$ 126.65
$ 135.83
$ 145.01

Percent
Increase

36.45%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.43%

ProposedRates:
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 225,000 $
Over 225,000 $

3.44
4.13

322.97 $ 440.65 $ 117.68 36.44%
Average Usage

70,226 $
Median Usage

83,000 $ 355.16 $ 484.56 $ 129.40 36.44%
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Chaparral City Water Company
Bill Comparison Present and Proposed Rates
Meter Size: 3/4 Commercial

Exhibit
Schedule H-4
Page 6
Witness: Bourassa

Usage
Present

.BM

Percent
Increase

$ $

13.60
Present Rates:
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
up to 9,000 $
Over 9,000 $

2.52
3.03

18.56

1,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000
9,000

10,000
12,000
14,000
16,000
18,000
20,000
25,000
30,000
35,000
40,000
45,000
50.000
60,000
70,000
80,000
90,000

100,000

13.60
16.12
18,64
21 .16
23.68
26.20
28.72
31 .24
33.76
36.28
39.31
45.37
51.43
57.49
63.55
69.61
84.76
99.91

1 15.06
130.21
145.36
160.51
190.81
221 .11
251 .41
281 .71
312.01

Proposed

M
18.56
22.00
25.44
28.87
32.31
35.75
39.19
42.63
46.06
49.50
53.64
61 .90
70.17
78.44
86.71
94.98

115.65
136.32
156.99
177.66
198.33
219.00
260.34
301 .68
343.02
384.36
425.70

Dollar
Increase
$ 4.96
$ 5.88
$ 6.80
$ 7.71
$ 8.63
$ 9.55
$ 10.47
$ 11.39
$ 12.30
$ 13.22
$ 14.33
$ 16.53
$ 18.74
$ 20.95
$ 23.16
$ 25.37
$ 30.89
$ 36.41
$ 41.93
$ 47.45
$ 52.97
$ 58.49
$ 69.53
$ 80.57
$ 91.61
$ 102.65
$ 113.69

36.47%
36.46%
36.46%
36.46%
36.45%
36.45%
36.45%
36.45%
36.45%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%

Proposed Rates:
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 9,000 $
Over 9,000 $

3.44
4.13

46.97 $ 64.09 $ 17.12 36.44%
Average Usage

12,528 $
Median Usage

4,501 $ 24.94 $ 34.03 $ 9.09 36.45%
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Chaparral City Water Company
Bill Comparison Present and Proposed Rates
Meter Size 1 Inch Commercial

H-4
7

Witness: Bourassa

Exhibit
Schedule

Present Proposed Percent
IncreaseUsage

$ 22.70 $
Present Rates
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons

24,000 $
24,000 S

30.97
34.41
37.85
41 .28
44.72
48.16
51 .60
55.04
58.47
61 .91
65.35
72.23
79.10
85.98
92.85
99.73

117.62
138.29
158.96
179.63
200.30
220.97
262.31
303.65
344.99
386.33
427.67

36.43%
36.43%
36.43%
36.43%
36.43%
36.43%
36.439
36.439
36.43%
36.43%
36.43%
36.439
36.439
36.43%
36.439
36.439
36.43%
36.43%
36.43%
36.43%
36.43%
36.438
36.439
36.439
36.43%
36.43%
36.43%

Proposed Rates
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons

24,000 $
24,000 $

10.000
12.000
14.000
16.000
18.000
20.000
25.000
30.000
35.000
40.000
45.000
50.000
60.000
70.000
80.000
90.000

100.000

101.36
116.51
131.66
146.81
161.96
192.26
222.56
252.86
283.16
313.46

Dollar
Increase
$ 8.27
$ 9.19
$ 10.11
$ 11.02
$ 11.94
$ 12.86
$ 13.78
$ 14.70
$ 15.61
$ 16.53
$ 17.45
$ 19.29
$ 21.12
$ 22.96
$ 24.79
$ 26.63
$ 31.41
$ 36.93
$ 42.45
$ 47.97
$ 53.49
$ 59.01
$ 70.05
$ 81.09
$ 92.13
$ 103.17
$114.21

67.83 $ 92.53 $ 24.71 36.439
Average Usage

17,907 $
Median Usage

5.500 $ 36.56 $ 49.88 $ 13.32 36.439
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Chaparral City Water Company
Bill Comparison Present and Proposed Rates
Meter Size: 1 1/2 Inch Commercial

Exhibit
Schedule H-4
Page 8
Witness: Bourassa

US3G€
Percent
Increase

$ $

45.40
Present Rates:
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 60,000 $
Over 60,000 $

2.52
3.03

61.95

1,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000
9,000

10,000
12,000
14,000
16,000
18,000
20,000
25,000
30,000
35,000
40,000
45,000
50,000
50,000
70,000
80,000
90,000

100,000

Present

M
45.40
47.92
50.44
52.96
55.48
58.00
60.52
63.04
65.56
68.08
70.60
75,64
80.68
85.72
90.76
95.80

108.40
121 .00
133.60
146.20
158.80
171 .40
196.60
226.90
257.20
287.50
317.80

Proposed

EM
61 .95
65.39
68.83
72.26
75.70
79.14
82.58
86.02
89.45
92.89
96.33

103.21
110.08
116.96
123.83
130.71
147.90
165.09
182.28
199.47
216.66
233.85
268.23
309.57
350.91
392.25
433.59

Dollar
Increase
$ 16.55
$ 17.47
s 18.39
$ 19.30
$ 20.22
$ 21.14
$ 22.06
$ 22.98
$ 23.89
$ 24.81
$ 25.73
$ 27.57
$ 29.40
$ 31.24
$ 33.07
$ 34.91
$ 39.50
$ 44.09
$ 48.68
$ 53.27
$ 57.86
S 62.45
$ 71.63
$ 82.67
$ 93.71
$ 104.75
$ 115.79

36.45%
36.45%
36.45%
36.45%
36.45%
36.45%
36.45%
36.45%
36.45%
36.45%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.43%
36.43%
36.43%
36.43%
36.43%

Proposed Rates:
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 60,000 $
Over 60,000 $

3.44
4.13

165.69 $ 226.07 $ 60.37 36.44%
Average Usage

47,736 S
Median Usage

43,500 $ 79.42 $ 108.36 $ 28.94 36.44%
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Chaparral City Water Company
Bill Comparison Present and Proposed Rates
Meter Size: 2 Inch Commercial

Exhibit
Schedule H-4
Page 9
Witness: Bourassa

Usage
Present

8 1

Percent
Increase

s

73.00
Present Rates:
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 100,000 $
Over 100,000 $

2.52
3.03

99.61

1 ,too
2,000
3,000
4,000
5,000
6,000
7,000
8,000
9,000

10,000
12,000
14,000
16,000
18,000
20,000
25,000
30,000
35,000
40,000
45,000
50,000
60,000
70,000
80,000
90,000

100,000

73.00
75.52
78.04
80.56
83.08
85.60
88.12
90.64
93.16
95.68
98.20

103.24
108.28
113.32
118.36
123.40
136.00
148.60
161 .20
173.80
186.40
199.00
224.20
249.40
274.60
299.80
325.00

Proposed

EM
$ 99.61

103.05
106.49
109.92
113.36
116.80
120.24
123.68
127.11
130.55
133.99
140.87
147.74
154.62
161 .49
168.37
185.56
202.75
219.94
237.13
254.32
271 .51
305.89
340.27
374.65
409.03
443.41

Dollar
Increase
$ 26.61
$ 27.53
$ 28.45
$ 29.36
$ 30.28
$ 31.20
$ 32.12
$ 33.04
$ 33.95
$ 34.87
$ 35.79
$ 37.63
S 39.46
$ 41.30
$ 43.13
$ 44.97
$ 49.56
$ 54.15
$ 58.74
$ 63.33
s 67.92
$ 72.51
$ 81.69
$ 90.87
$ 100.05
$ 109.23
$ 118.41

36.45%
36.45%
36.45%
36.45%
36.45%
36.45%
36.45%
36.45%
36.45%
36.45%
36.45%
36.45%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.43%
36.43%
36.43%

Proposed Rates:
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 100,000 $
Over 100,000 $

3.44
4.13

245.34 $ 334.73 $ 89.39 36.44%
Average Usage

68,389 $
Median Usage

21,500 $ 127.18 $ 173.53 $ 46.35 36.44%
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Chaparral City Water Company
Bill Comparison Present and Proposed Rates
Meter Size: 3 Inch Commercial

Exhibit
Schedule H-4
Page 10
Witness: Bourassa

Usage
Present

9 1

Percent
Increase

$

146.00
Present Rates:
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 225,000 $
Over 225,000 $

2.52
3.03

199.21

1,000
2,000
3,000
4,000
5,000
5,000
7,000
8,000
9,000

10,000
12,000
14,000
16,000
18,000
20,000
25,000
30,000
35,000
40,000
45,000
50,000
60,000
70,000
80,000
90,000

100,000

146.00
148.52
151 .04
153.56
156.08
158.60
161 .12
163.64
166.16
168.68
171 .20
176.24
181 .28
186.32
191 .36
196.40
209.00
221 .60
234.20
246.80
259.40
272.00
297.20
322.40
347.60
372.80
398.00

Proposed

M
$ 199.21

202.65
206.09
209.52
212.96
216.40
219.84
223.28
226.71
230.15
233.59
240.47
247.34
254.22
261 .09
267.97
285.16
302.35
319.54
336.73
353.92
371 .11
405.49
439.87
474.25
508.63
543.01

Dollar
Increase
$ 53.21
$ 54.13
$ 55.05
$ 55.95
$ 56.88
$ 57.80
$ 58.72
$ 59.64
$ 60.55
$ 61.47
$ 62.39
$ 64.23
$ 66.06
$ 67.90
$ 69.73
$ 71.57
$ 76.16
s 80.75
$ 85.34
S 89.93
$ 94.52
$ 99.11
$ 108.29
$ 117.47
$ 126.65
$ 135.83
$ 145.01

36.45%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.43%

Proposed Rates:
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 225,000 $
Over 225,000 $

3.44
4.13

233.06 $ 317.99 $ 84.93 36.44%
Average Usage

34,550 $
Median Usage

12,500 $ 177.50 $ 242.19 S 64.69 36.44%
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Chaparral City Water Company
Bill Comparison Present and Proposed Rates
Meter Size: 4 Inch Commercial

Exhibit
Schedule H-4
Page 11
Witness: Bourassa

Usage
Present

BM

Percent
Increase

$

227.00
Present Rates:
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 350,000 $
Over 350,000 $

2.52
3.03

309.74

1,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000
9,000

10,000
12,000
14,000
16,000
18,000
20,000
25,000
30,000
35,000
40,000
45,000
50,000
60,000
70,000
80,000
90,000

100,000

227.00
229.52
232.04
234.56
237.08
239.60
242. 12
244.64
247. 16
249.68
252.20
257.24
262.28
267.32
272.36
277.40
290.00
302.60
315.20
327.80
340.40
353.00
378.20
403.40
428.60
453.80
479.00

Proposed

Qu
$ 309.74

313. 18
316.62
320.05
323.49
326.93
330.37
333.81
337.24
340.68
344.12
351 .00
357.87
364.75
371 .62
378.50
395.69
412.88
430.07
447.26
464.45
481 .64
516.02
550.40
584.78
619. 16
653.54

Dollar
Increase
$ 82.74
$ 83.66
$ 84.58
$ 85.49
$ 86.41
$ 87.33
$ 88.25
$ 89.17
s 90.08
$ 91.00
$ 91.92
$ 93.76
$ 95.59
$ 97.43
$ 99.26
$ 101.10
$ 105.69
$ 110.28
$ 114.87
$ 119.46
$ 124.05
$ 128.64
$ 137.82
$ 147.00
$ 156.18
$ 165.36
$ 174.54

36.45%
36.45%
36.45%
36.45%
36.45%
36.45%
36.45%
36.45%
36.45%
36.45%
36.45%
36.45%
36.45%
36.45%
36.45%
36.45%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%

Proposed Rates:
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
up to 350,000 $
Over 350,000 $

3.44
4.13

696.09 $ 949.71 $ 253.62 36.44%
Average Usage

186,146 $
Median Usage

79,500 $ 427.34 $ 583.06 s 155.72 36.44%
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Chaparral City Water Company
Bill Comparison Present and Proposed Rates
Meter Size 3/4 Inch Industrial

H-4
12

Witness: Bourassa

Exhibit
Schedule

Present Proposed
U$3G€

13.60 $
Present Rates
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons

3,000 $
9,000 $
9,000 $

12.000
14.000
16.000

20.000

Proposed Rates
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons

3,000 $
9,000 $
9,000 $30.000

35.000
40.000
45.000

82.24
97.39

112.54
127.69
142.84
157.99
188.29
218.59
248.89
279.19
309.49

18.56
20.85
23.14
25.44
28.87
32.31
35.75
39.19
42.63
46.06
50.20
58.47
66.73
75.00
83.27
91 .54

112.21
132.88
153.55
174.22
194.89
215.56
256.90
298.24
339.58
380.92
422.26

Percent
Increase

36.47%
36.47%
36.46%
36.46%
36.46%
36.45%
36.45%
36.45%
36.45%
36.459
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.449
36.44°,
36.449
36.449
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%

60.000
70.000
80.000
90.000

100.000

Dollar
Increase
$ 4.96
$ 5.57
$ 6.18
S 6.80
$ 7.71
$ 8.63
$ 9.55
$ 10.47
$ 11.39
$ 12.30
$ 13.41
$ 15.62
$ 17.62
$ 20.03
$ 22.24
$ 24.45
$ 29.97
$ 35.49
$ 41.01
$ 46.53
$ 52.05
$ 57.57
$ 68.61
$ 79.65
$ 90.69
$ 101.73
$ 112.77

24.63 $ 33.60 $ 8.98 36.45%
Average Usage

5,375 $
Median Usage

3 19.90 $ 27.16 $ 7.26 36.46%
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Chaparral City Water Company
Bill Comparison Present and Proposed Rates
Meter Size: 1 Inch Industrial

Exhibit
Schedule H-4
Page 13
Witness: Bourassa

Usage
$ $

22.70
PresentRates:
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 24,000 $
Over 24,000 $

2.52
3.03

30.97

1,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000
0,000

10,000
12,000
14,000
16,000
18,000
20,000
25,000
30,000
35,000
40,000
45,000
50,000
60,000
70,000
80,000
00,000

100,000

Present

BM
22.70
25.22
27.74
30.26
32.78
35.30
37.82
40.34
42.86
45.38
47.90
52.94
57.98
63.02
68.06
73.10
86.21

101 .36
116.51
131 .66
146.81
161 .96
192.26
222.56
252.86
283.16
313.46

Proposed

QU!
30.97
34.41
37.85
41 .28
44.72
48.16
51 .60
55.04
58.47
61 .91
65.35
72.23
79.10
85.98
92.85
99.73

117.62
138.29
158.96
179.63
200.30
220.97
262.31
303.65
344.99
386.33
427.67

Dollar
Increase
$ 8.27
$ 9.19
$ 10.11
$ 11.02
$ 11.94
35 12.86
$ 13.78
$ 14.70
$ 15.61
$ 16.53
$ 17.45
$ 19.29
$ 21.12
$ 22.96
$ 24.79
$ 26.63
$ 31.41
$ 36.93
$ 42.45
$ 47.97
$ 53.49
$ 59.01
$ 70.05
$ 81.09
$ 92.13
$103.17
$114.21

Percent
Increase

36.43%
36.43%
36.43%
36.43%
36.43%
36.43%
36.43%
36.43%
36.43%
36.43%
36.43%
36.43%
36.43%
36.43%
36.43%
36.43%
36.43%
36.43%
36.43%
36.43%
36.43%
36.43%
36.43%
36.43%
36.43%
36.43%
36.43%

ProposedRates:
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 24,000 $
Over 24,000 $

3.44
4.13

Average Usage
$ 22.70 $ 30.97 $ 8.27 36.43%

Median Usage
- $ 22.70 $ 30.97 $ 8.27 36.43%
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Chaparral City Water Company
Bill Comparison Present and Proposed Rates
Meter Size 1 1/2 Inch Industrial

H-4
14

Witness: Bourassa

Exhibit
Schedule

Present Proposed
Usage

45.40 $
Present Rates
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons

60,000 $
60,000 $

10.000
12.000
14.000
16.000
18.000
20.000
25.000
30.000
35.000

75.64
80.68
85.72
90.76
95.80

108.40
121 .00
133.60
146.20
158.80
171 .40
196.60
226.90
257.20
287.50
317.80

61 .95
65.39
68.83
72.26
75.70
79.14
82.58
86.02
89.45
92.89
96.33

103.21
110.08
116.96
123.83
130.71
147.90
165.09
182.28
199.47
216.66
233.85
268,23
309.57
350.91
392.25
433.59

Dollar
Increase
$ 16.55
$ 17.47
$ 18.39
$ 19.30
$ 20.22
$ 21.14
$ 22.06
$ 22.98
$ 23.89
$ 24.81
S 25.73
$ 27.57
$ 29.40
$ 31.24
$ 33.07
$ 34.91
$ 39.50
$ 44.09
$ 48.68
$ 53.27
$ 57.86
$ 62.45
$ 71.63
$ 82.67
$ 93.71
$ 104.75
$ 115.79

Percent
Increase

36.45%
36.45%
36.45%
36.45%
36.45%
36.45%
36.459
36.45%
36.45%
36.459
36.44%
36.44%
36.449
36.449
36.44%
36.449
36.449
36.44%
36.44%
36.44%
36.44%
36.44%
36.43%
36.43%
36.43%
36.439
36.439

Proposed Rates
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons

60,000 $
60,000 $

45.000
50.000
60.000
70.000
80.000
90.000

100.000

65.56 $ 89_45 $ 23.89 36.45%
Average Usage

8,000 $
Median Usage

$ 45.40 $ 61.95 $ 16.55 36.45%
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Chaparral City Water Company
Bill Comparison Present and Proposed Rates
Meter Size: 34 Inch Irrigation

Exhibit
Schedule H-4
Page 15
Witness: Bourassa

Usage
$ $

13.60
Present Rates:
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to - $
Over $

1.56
1.56

18.56

1 ,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000
9,000

10,000
12,000
14,000
16,000
18,000
20,000
25,000
30,000
35,000
40,000
45,000
50,000
50,000
70,000
80,000
90,000

100,000

Present

QM
13.60
15. 16
16.72
18.28
19.84
21 .40
22.96
24.52
26.08
27.64
29.20
32.32
35.44
38.56
41 .68
44.80
52.50
60.40
68.20
75.00
83.80
91 .50

107.20
122.80
138.40
154.00
169.60

Proposed

M
18.56
22.00
25.44
28.87
32.31
35.75
39.19
42.63
46.06
49.50
52.94
59.82
66.69
73.57
80.44
87.32

104.51
121 .70
138.89
155.08
173.27
190.45
224.84
259.22
293.50
327.95
352.35

Dollar
Increase
$ 4.96
$ 8.84
$ 8.72
$ 10.59
$ 12.47
$ 14.35
$ 16.23
$ 18.11
s 19.98
$ 21.86
$ 23.74
S 27.50
$ 31.25
$ 35.01
$ 38.76
$ 42.52
$ 51.91
$ 61.30
$ 70.69
$ 80.08
$ 89.47
$ 98.86
$117.64
$136.42
$155.20
$173.98
s 192.76

Percent
Increase

36.47%
45.11%
52.13%
57.95%
62.86%
67.06%
70.68%
73.84%
76.63%
79.10%
81 .30%
85.07%
88.18%
90.79%
93.00%
94.91%
98.69%

101 .49%
103.65%
105.37%
106.77%
107.93%
109.74%
111.09%
112. 14%
112.97%
113.66%

Proposed Rates:
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to - $
Over - $

3.44
3.44

39.70 $ 76.08 $ 36.38 91.64%
Average Usage

15,732 $
Median Usage

8,500 $ 26.86 $ 47.78 $ 20.92 77.90%

Page 1 of 1
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Chaparral City Water Company
Bill Comparison Present and Proposed Rates
Meter Size: 15 Inch Irrigation

Exhibit
Schedule H-4
Page 17
Witness: Bourassa

Usage
Present

QM
$ $

45.40
Present Rates:
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to - $
Over - $

1.56
1.56

61.95

1 ,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000
9,000

10,000
12,000
14,000
16,000
18,000
20,000
25,000
30,000
35,000
40,000
45,000
50,000
60,000
70,000
80,000
90,000

100,000

45.40
46.96
48.52
50.08
51 .64
53.20
54.76
56.32
57.88
59.44
61 .00
64.12
67.24
70.36
73.48
76.60
84.40
92.20

100.00
107.80
115.60
123.40
139.00
154.60
170.20
185.80
201 .40

Proposed

M
61 .95
65.39
68.83
72.26
75.70
79.14
82.58
86.02
89.45
92.89
96.33

103.21
110.08
116.96
123.83
130.71
147.90
165.09
182.28
199.47
216.66
233.85
268.23
302.61
336.99
371 .37
405.75

Dollar
Increase
3 16.55
$ 18.43
$ 20.31
$ 22.18
$ 24.06
$ 25.94
$ 27.82
$ 29.70
$ 31.57
$ 33.45
$ 35.33
$ 39.09
$ 42.84
$ 46.60
$ 50.35
$ 54.11
$ 63.50
s 72.89
$ 82.28
s 91.67
S 101.06
$ 110.45
S 129.23
$ 148.01
$ 166.79
$ 185.57
$204.35

Percent
Increase

36.45%
39.24%
41 .85%
44.30%
46.60%
48.76%
50.80%
52.73%
54.55%
56.28%
57.92%
60.96%
63.72%
66.23%
68.53%
70.64%
75.24%
79.06%
82.28%
85.04%
87.42%
89.51 %
92.97%
95.74%
98.00%
99.88%

101 .46%

Proposed Rates:
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to - $
Over - $

3.44
3.44

164.23 $ 323.83 $ 159.60 97.18%
Average Usage

76,173 $
Median Usage

24,500 $ 83.62 $ 146.18 $ 62.56 74.82%
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Chaparral City Water Company
Bill Comparison Present and Proposed Rates
Meter Size: 2 Inch Irrigation

Exhibit
Schedule H-4
Page 18
Witness: Bourassa

Usage
$

73.00
Present Rates:
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to - $
Over - $

1.56
1.56

99.61

1 ,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000
9,000

10,000
12,000
14,000
16,000
18,000
20,000
25,000
30,000
35,000
40,000
45,000
50,000
60,000
70,000
80,000
90,000

100,000

Present

M
73.00
74.56
76.12
77.68
79.24
80.80
82.36
83.92
85.48
87.04
88.60
91 .72
94.84
97.96

101 .08
104.20
112.00
119.80
127.60
135.40
143.20
151 .00
166.60
182.20
197.80
213.40
229.00

Proposed

BM
S 99.61

103.05
106.49
109.92
113.36
116.80
120.24
123.68
127.11
130.55
133.99
140.87
147.74
154.62
161 .49
168.37
185.56
202.75
219.94
237.13
254.32
271 .51
305.89
340.27
374.65
409.03
443.41

Dollar
Increase
$ 26.61
$ 28.49
$ 30.37
$ 32.24
$ 34.12
$ 36.00
$ 37.88
$ 39.76
$ 41.63
$ 43.51
$ 45.39
$ 49.15
$ 52.90
$ 56.66
$ 60.41
$ 64.17
$ 73.56
$ 82.95
$ 92.34
$ 101.73
$ 111.12
$ 120.51
$ 139.29
$ 158.07
$ 176.85
$ 195.63
$214.41

Percent
Increase

36.45%
38.21 %
39.89%
41 .51 %
43.06%
44.55%
45.99%
47.37%
48.71 %
49.99%
51 .23%
53.58%
55.78%
57.84%
59.77%
61 .58%
65.68%
69.24%
72.37%
75.13%
77.60%
79.81 %
83.61%
86.76%
89.41%
91 .67%
93.63%

Proposed Rates:
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to - $
Over - $

3.44
3.44

259.18 $ 509.92 $ 250.74 96.74%
Average Usage

119,346 $
Median Usage

63,000 s 171.28 $ 316.20 $ 144.92 84.61%

Page 1 of 1



Chaparral City Water Company
Bill Comparison Present and Proposed Rates

Meter Size 4 Inch Irrigation

H-4
19

Witness: Bourassa

Exhibit
Schedule

Present Proposed Dollar
Increase

Percent
IncreaseUsage

$ $
Present Rates
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons

$
$

227.00

10.000
12.000
14.000
16.000
18.000
20.000
25.000
30.000
35.000
40.000
45.000
50.000
80.000
70.000
80.000
90.000

100.000

227.00
228.56
230.12
231 .68
233.24
234.80
236.36
237.92
239.48
241 .04
242.60
245.72
248.84
251 .96
255.08
258.20
266.00
273.80
281 .60
289.40
297.20
305.00
320.60
336.20
351 .80
367.40
383.00

309.74
313. 18
316.62
320.05
323.49
326.93
330.37
333.81
337.24
340.68
344.12
351 .00
357.87
364.75
371 .62
378.50
395.69
412.88
430.07
447.26
464.45
481 .64
516.02
550.40
584.78
619. 16
653.54

$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
s
$
$
$

82.74
84.62
86.50
88.37
90.25
92.13
94.01
95.89
97.76
99.64

101 .52
105.28
109.03
112.79
116.54
120.30
129.69
139.08
148.47
157.86
167.25
176.64
195.42
214.20
232.98
251 .76
270.54

36.45%
37.02%
37.599
38.14%
38.69%
39.24%
39.77%
40.30%
40.82%
41 .34'%
41 .85%
42.84%
43.82%
44.76%
45.699
46.59%
48.769
50.80%
52.72%
54.55%
56.28%
57.91 'm
60.95%
63.71 %
66.23%
68.529
70.64%

Proposed Rates
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons

$

309.74

114.15%
Average Usage

1,813,070 $ 3,055.39 $ 6,543.08 $3,487.69
Median Usage

157,000 $ 471.92 $ 849.51 $ 377.59 80.01 'M

Page 1 of 1



Chaparral City Water Company
Bill Comparison Present and Proposed Rates

Meter Size 6 Inch Irrigation
H-4
20

Witness: Bourassa

Exhibit
Schedule

Present Proposed Dollar
IncreaseUsage

$ $
Present Rates
Monthly Minimum: 3
Gallons in Minimum
Charge Per 1,000 Gallons

$
$

454.00

12.000
14.000
16.000
18.000
20.000
25.000
30.000
35.000
40.000
45.000
50.000
60.000
70.000

Proposed Rates
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons

s
$

619.47

90.000
100.000

454.00
455.56
457. 12
458.68
460.24
461 .80
463.36
464.92
466.48
468.04
469.60
472.72
475.84
478.96
482.08
485.20
493.00
500.80
508.60
516.40
524.20
532.00
547.60
563.20
578.80
594.40
510.00

619.47
622.91
626.35
629.78
633.22
636.66
640. 10
643.54
646.97
650.41
653.85
660.73
667.60
674.48
681 .35
688.23
705.42
722.61
739.80
756.99
774. 18
791 .37
825.75
860. 13
894.51
928.89
963.27

$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
s
$
$
$
$
$
$
$

165.47
167.35
169.23
171 .10
172.98
174.86
176.74
178.62
180.49
182.37
184.25
188.01
191 .76
195.52
199.27
203.03
212.42
221 .81
231 .20
240.59
249.98
259.37
278.15
296.93
315.71
334.49
353.27

Percent
Increase

36.45%
36.73%
37.02%
37.30%
37.59%
37.86%
38.14%
38.42%
38.69%
38.97%
39.24%
39.77%
40.309
40.829
41 .34%
41 .84%
43.09%
44.29%
45.46%
46.599
47.69%
48.75%
50.79%
52.72%
54.55%
56.27%
57.91 %

Average Usage
5,451,042 $

Median Usage
1,312,000 $

8,957.63 $ 19,360.15 $ 10,402.53 116.13%

2,500.72 $ 5,130.13 S 2,629.41 105.159

Page 1 of 1



Chaparral City Water Company
Bill Comparison Present and Proposed Rates
Meter Size: 3 Inch Fire Hydrant (Standpipe)

Exhibit
Schedule H-4
Page 21
Witness: Bourassa

Present Percent
IncreaseUsage

$
Present Rates:

146.00Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to - $
Over - $

2.52
2.52

199.21

1,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000
9,000

10,000
12,000
14,000
16,000
18,000
20,000
25,000
30,000
35,000
40,000
45,000
50,000
60,000
70,000
80,000
90,000

100,000

M
146.00
148.52
151 .04
153.56
156.08
158.60
161 .12
163.64
166.16
168.68
171 .20
176.24
181 .28
186.32
191 .36
196.40
209.00
221 .60
234.20
246.80
259.40
272.00
297.20
322.40
347.60
372.80
398.00

Proposed

M
$ 199.21

202.65
206.09
209.52
212.96
216.40
219.84
223.28
226.71
230.15
233.59
240.47
247.34
254.22
261 .09
267.97
285.16
302.35
319.54
335.73
353.92
371 .11
405.49
439.87
474.25
508.63
543.01

Dollar
Increase
$ 53.21
$ 54.13
$ 55.05
$ 55.96
$ 56.88
$ 57.80
$ 58.72
$ 59.64
$ 60.55
$ 61.47
$ 62.39
$ 64.23
$ 66.06
$ 67.90
$ 69.73
$ 71.57
$ 76.16
$ 80.75
5 85.34
$ 89.93
$ 94.52
$ 99.11
$ 108.29
$ 117.47
39 126.65
$ 135.83
$ 145.01

36.45%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.43%

Proposed Rates:
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to - $
Over - $

3.44
3.44

211.82 $289.01 s 77.19 36.44%
Average Usage

26,121 $
Median Usage

9,500 $ 169.94 $231.87 $ 61.93 36.44%

Page 1 of 1



Chaparral City Water Company
Bill Comparison Present and Proposed Rates

Meter Size 4 Inch Fire Hydrant (Standpipe)

H-4
22

Witness: Bourassa

Exhibit
Schedule

Present Proposed Percent
Increase

s $
Present Rates

227.00
229.52
232.04
234.56
237.08
239.60
242.12

Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons

227.00

10.000
12.000
14.000
16.000
18.000

247. 16
249.68
252.20
257.24
262.28
267.32
272.36
277.40
290.00
302.60
315.20
327.80
340.40
353.00
378.20
403.40
428.60
453.80
479.00

309.74
313. 18
316.62
320.05
323.49
326.93
330.37
333.81
337.24
340.68
344.12
351 .00
357.87
364.75
371 .62
378.50
395.69
412.88
430.07
447.26
464.45
481 .64
516.02
550.40
584.78
619.16
653.54

Dollar
Increase
$ 82.74
$ 83.66
$ 84.58
$ 85.49
$ 86.41
$ 87.33
$ 88.25
$ 89.17
$ 90.08
$ 91.00
$ 91.92
$ 93.76
$ 95.59
$ 97.43
$ 99.26
$101.10
$105.69
$110.28
$114.87
$119.46
$124.05
$128.64
$137.82
$147.00
$150.18
$165.36
$174.54

36.45%
36.45%
36.459
36.45%
36.45%
36.45%
36.45%
36.45%
36.45%
36.45%
36.459
36.45%
36.459
36.45%
36.45%
36.45%
36.44%
36.44%
36.44%
36.449
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%

ProposedRates
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons

309.74

25.000
30.000
35.000
40.000
45.000
50.000
60.000
70.000
80.000
90.000

100.000

36.43%
Average Usage

516,917 $ 1,529.63 $2,086.90 $557.27
Median Usage

561.500 $ 1,641.98 $ 2,240.18 $598.20 36.43%

Page 1 of 1



Chaparral City Water Company
Bill Comparison Present and Proposed Rates
Meter Size 34 Inch Construction

H-4
23

Witness: Bourassa

Exhibit
Schedule

Present Proposed
Usage

$ 13.60 $
Present Rates
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons

S
S

10.000
12.000
14.000
16.000
18.000
20.000
25.000

Proposed Rates
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons

35.000
40.000
45.000
50.000

52.60
60.40
68.20

Percent
Increase

36.47%
45.11%
52.13%
57.95%
62.86%
67.06%
70.68%
73.84%
76.63%
79.10%
81 .30%
85.07%
88.18%
90.79%
93.00%
94.91%
98.699

101 .49%
103.65%
105.379
106.77%
107.93%
109.74%
111.09%
112. 14%
112.97%
113.66%

70.000
80.000
90.000

100.000

83.80
91.60

107.20
122.80
138.40
154.00
169.60

18.56
22.00
25.44
28.87
32.31
35.75
39.19
42.63
46.06
49.50
52.94
59.82
66.69
73.57
80.44
87.32

104.51
121 .70
138.89
156.08
173.27
190.46
224.84
259.22
293.60
327.98
362.36

Dollar
Increase
$ 4.98
$ 6.84
$ 8.72
$ 10.59
$ 12.47
$ 14.35
$ 16.23
$ 18.11
$ 19.98
$ 21.88
$ 23.74
$ 27.50
$ 31.25
$ 35.01
$ 38.76
$ 42.52
$ 51.91
$ 61.30
$ 70.69
$ 80.08
$ 89.47
$ 98.85
$ 117.64
$ 135.42
$ 155.20
$ 173.98
$ 192.76

Average Usage
15.10 $ 21.86 $ 6.76 44.78%

Median Usage
s 13.60 $ 18.56 $ 4.96 36.479

Page 1 of 1



Chaparral City Water Company
Bill Comparison Present and Proposed Rates
Meter Size: 1 Inch Construction

Exhibit
Schedule H-4
Page 24
Witness: Bourassa

Usage
Present

QM
$ $

Present Rates:
22.70Monthly Minimum: $

Gallons in Minimum
Charge Per 1,000 Gallons
Up to - $
Over - $

1.56
1.56

30.97

1,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000
9,000

10,000
12,000
14,000
16,000
18,000
20,000
25,000
30,000
35,000
40,000
45,000
50,000
60,000
70,000
80,000
90,000

100,000

22.70
24.26
25.82
27.38
28.94
30.50
32.06
33.62
35.18
36.74
38.30
41 .42
44.54
47.66
50.78
53.90
61 .70
69.50
77.30
85.10
92.90

100.70
116.30
131 .90
147.50
163.10
178.70

Proposed

M
30.97
34.41
37.85
41 .28
44.72
48.16
51 .60
55.04
58.47
61.91
65.35
72.23
79.10
85.98
92.85
99.73

116.92
134.11
151 .30
168.49
185.68
202.87
237.25
271 .63
306.01
340.39
374.77

Dollar
Increase
$ 8.27
s 10.15
$ 12.03
$ 13.90
$ 15.78
$ 17.66
$ 19.54
$ 21.42
$ 23.29
$ 25.17
$ 27.05
$ 30.81
38 34.56
s 38.32
$ 42.07
$ 45.83
$ 55.22
$ 54.51
$ 74.00
$ 83.39
$ 92.78
$ 102.17
$ 120.95
$ 139.73
$ 158.51
$ 177.29
$ 196.07

Percent
Increase

36.43%
41 .83%
46.58%
50.78%
54.53%
57.90%
60.94%
63.70%
66.21%
68.51 %
70.63%
74.37%
77.60%
80.40%
82.86%
85.03%
89.50%
92.96%
95.73%
97.99%
99.87%

101 .46%
104.00%
105.94%
107.46%
108.70%
109.72%

Proposed Rates:
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to - $
Over - $

3.44
3.44

41.11 $ 71.55 $ 30.44 74.03%
Average Usage

11,803 $
Median Usage

11,500 $ 40.64 $ 70.51 $ 29.87 73.49%
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Chaparral City Water Company
Bill Comparison Present and Proposed Rates
Meter Size: 2 Inch Construction

Exhibit
Schedule H-4
Page 25
Witness: Bourassa

Present Percent
IncreaseUsage

$

73.00
Present Rates:
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to - $
Over - $

t.56
1.56

99.61

1 ,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000
9,000

10,000
12,000
14,000
16,000
18,000
20,000
25,000
30,000
35,000
40,000
45,000
50,000
60,000
70,000
80,000
90,000

100,000

BM
73.00
74.56
76.12
77.68
79.24
80.80
82.36
83.92
85.48
87.04
88.60
91 .72
94.84
97.96

101 .08
104.20
112.00
119.80
127.60
135.40
143.20
151 .00
166.60
182.20
197.80
213.40
229.00

Proposed

QM
$ 99.61

103.05
106.49
109.92
113.36
116.80
120.24
123.68
127.11
130.55
133.99
140.87
147.74
154.62
161 .49
168.37
185.56
202.75
219.94
237.13
254.32
271 .51
305.89
340.27
374.65
409.03
443.41

Dollar
Increase
$ 26.61
$ 28.49
$ 30.37
$ 32.24
$ 34.12
38 36.00
$ 37.88
$ 39.76
$ 41.63
$ 43.51
$ 45.39
$ 49.15
$ 52.90
$ 56.66
$ 60.41
$ 64.17
$ 73.56
$ 82.95
$ 92.34
$ 101.73
$ 111.12
$ 120.51
SO 139.29
$ 158.07
35 176.85
$ 195.63
$214.41

36,45%
38.21%
39.89%
41 .51%
43.06%
44.55%
45.99%
47.37%
48.71 %
49.99%
51 .23%
53.58%
55.78%
57.84%
59.77%
61 .58%
65.68%
69.24%
72.37%
75.13%
77.60%
79.81%
83.61%
86.76%
89.41 %
91 .67%
93.63%

Proposed Rates:
Monthly Minimum: $
Gallons in MinimUm
Charge Per 1,000 Gallons
Up to - $
Over - $

3.44
3.44

129.16 $ 223.38 $ 94.22 72.95%
Average Usage

36,000 $
Median Usage

59,000 $ 165.04 $ 302.45 $ 137.41 83.26%
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Chaparral City Water Company
Bill Comparison Present and Proposed Rates
Meter Size: 3 Inch Construction

Exhibit
Schedule H-4
Page 26
Witness: Bourassa

Usage
Present

M

Percent
Increase

$

146.00
Present Rates:
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to - $
Over - $

1.56
1.56

199.21

1 ,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000
9,000

10,000
12,000
14,000
16,000
18,000
20,000
25,000
30,000
35,000
40,000
45,000
50,000
50,000
70,000
80,000
90,000

100,000

146.00
147.56
149.12
150.68
152.24
153.80
155.36
156.92
158.48
160.04
161 .60
164.72
167.84
170.96
174.08
177.20
185.00
192.80
200.60
208.40
216.20
224.00
239.60
255.20
270.80
266.40
302.00

Proposed

M
$ 199.21

202.65
206.09
209.52
212.96
216.40
219.84
223.28
226.71
230.15
233.59
240.47
247.34
254.22
261 .09
267.97
285.16
302.35
319.54
336.73
353.92
371 .11
405.49
439.87
474.25
508.63
543.01

Dollar
Increase
$ 53.21
$ 55.09
35 56.97
$ 58.84
$ 60.72
$ 62.60
$ 64.48
$ 66.36
$ 68.23
$ 70.11
$ 71.99
$ 75.75
$ 79.50
$ 83.26
$ 87.01
$ 90.77
$ 100.16
$ 109.55
$ 118.94
$ 128.33
$ 137.72
$ 147.11
$ 165.89
$ 184.67
$203.45
$222.23
$241.01

36.45%
37.33%
38.20%
39.05%
39.89%
40.70%
41 .50%
42.29%
43.06%
43.81%
44.55%
45.98%
47.37%
48.70%
49.99%
51 .22%
54.14%
56.82%
59.29%
61 .58%
63.70%
65.67%
69.24%
72.36%
75.13%
77.59%
79.80%

Proposed Rates:
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to - $
Over - $

3.44
3.44

427.86 $ 820.39 $ 392.53 91.74%
Average Usage

180,682 $
Median Usage

19,500 $ 176.42 $ 266.25 $ 89.83 50.92%
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Chaparral City Water Company
Bill Comparison Present and Proposed Rates
Meter Size 4 Inch Construction

H-4
27

Witness: Bourassa

Exhibit
Schedule

Present Proposed
Usage

$
Present Rates
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons

$

227.00

10.000
12.000
14.000
16.000
18.000
20.000
25.000
30.000
35.000
40.000
45.000
50.000

227.00
228.56
230. 12
231 .68
233.24
234.80
236.36
237.92
239.48
241 .04
242.60
245.72
248.84
251 .96
255.08
258.20
266.00
273.80
281 .60
289.40
297.20
305.00
320.60
336.20
351 .80
367.40
383.00

$ 309.74
313.18
316.62
320.05
323.49
326.93
330.37
333.81
337.24
340.68
344.12
351 .00
357.87
364.75
371 .62
378.50
395.69
412.88
430.07
447.26
464.45
481 .64
516.02
550.40
584.78
619.16
653.54

Percent
Increase

36.45%
37.029
37.599
38.14%
38.69%
39.24%
39.77%
40.30%
40.829
41 .34%
41 .85%
42.84%
43.82%
44.76%
45.69%
46.59%
48.769
50.80%
52.72%
54.55%
56.28%
57.91 %
60.95%
63.71 %
66.23%
68.529
70.64%

Proposed Rates
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons

$
$

309.74

70.000
80.000
90.000

100.000

Dollar
Increase
$ 82.74
$ 84.62
$ 86.50
$ 88.37
$ 90.25
$ 92.13
$ 94.01
$ 95.89
$ 97.76
$ 99.64
$ 101.52
$ 105.28
$ 109.03
$ 112.79
$ 116.54
$ 120.30
$ 129.69
$ 139.08
$ 148.47
$ 157.86
$ 167.25
$ 176.64
$ 195.42
$ 214.20
$ 232.98
$ 251.76
$ 270.54

374.42 $ 634,63 $ 260.21 69.50%
Average Usage

94,500 $
Median Usage

106,000 $ 392.36 $ 674.17 $ 281.81 71 .82'%
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Chaparral City Water Company
Bill Comparison Present and Proposed Rates
Meter Size 3/4 Inch Fire Sprinkler

H-4
28

Witness: Bourassa

Exhibit
Schedule

Present Proposed Percent
IncreaseUsage

$ 10.00 $

Dollar
Increase
$
$
s

Present Rates
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons

10.000
12.000
14.000
16.000
18.000
20.000
25.000
30.000
35.000
40.000
45.000
50.000
60.000
70.000
80.000
90.000

10.00
13.44
16.88
20.31
23.75
27.19
30.63
34.07
37.50
40.94
44.38
51 .26
58.13
65.01
71 .88
78.76
95.95

113.14
130.33
147.52
164.71
181 .90
216.28
250.66
285.04
319.42
353.80

0.92
1.84
2.75
3.67
4.59
5.51
6.43
7.34
8.26
9.18

11.02
12.85
14.69
16.52
18.36
22.95
27.54
32.13
36.72
41 .31
45.90
55.08
64.26
73.44
82.62
91 .80

0.00%
%

12.21 %
15.68%
18.29%
20.31 %
21 .93%
23.25%
24.35%
25.28%
26.088
27.389
28.38%
29.19%
29.85%
30.40%
31 .44'%
32.17%
32.72%
33.14%
33.48%
33.75%
34.17%
34.479
34.71%
34.89%
35.04%

ProposedRates
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons

85.60
98.20

1 10.80
123.40
136.00
161 .20
186.40
211 .60
236.80
262.00

$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$

Average Usage
10.01 $ 10.01 s 0.00 0.03%

Median Usage
$ 10.00 $ 10.00 $ 0.00%
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Chaparral City Water Company
Bill Comparison Present and Proposed Rates
Meter Size: 1 Inch Fire Sprinkler

Exhibit
Schedule H-4
Page 29
Witness: Bourassa

UsaQe
Present

M

Percent
Increase

$ $

10.00

Dollar
Increase
$
$
s
$
$
$
$
$

Present Rates:
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to - $
Over - $

2.52
2.52

10.00

1,000
2,000
3,000
4,000
5,000
0,000
7,000
8,000
9,000

10,000
12,000
14,000
16,000
18,000
20,000
25,000
30,000
35,000
40,000
45,000
50,000
60,000
70,000
80,000
90,000

100,000

10.00
12.52
15.04
17.56
20.08
22.60
25.12
27.64
30.16
32.68
35.20
40.24
45.28
50.32
55.36
60.40
73.00
85.60
98.20

110.80
123.40
136.00
161 .20
186.40
211 .60
236.80
262.00

Proposed

.EM
10.00
13.44
16.88
20.31
23.75
27.19
30.63
34.07
37.50
40.94
44.38
51 .26
58.13
65.01
71 .88
78.76
95.95

113.14
130.33
147.52
164.71
181 .90
216.28
250.66
285.04
319.42
353.80

$
$
$
$
$
$
$
$
$
$
$
$
s
$
$
$
$
$
$

0.92
1.84
2.75
3.67
4.59
5.51
6.43
7.34
8.26
9.18

11.02
12.85
14.69
16.52
18.36
22.95
27.54
32.13
36.72
41 .31
45.90
55.08
64.26
73.44
82.62
91 .80

0.00%
7.33%

12.21%
15.68%
18.29%
20.31 %
21 .930/,
23.25%
24.35%
25.28%
26.08%
27.38%
28.38%
29.19%
29.85%
30.40%
31 .44%
32.17%
32.72%
33.14%
33.48%
33.75%
34.17%
34.47%
34.71%
34.89%
35.04%

Proposed Rates:
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to - $
Over - $

3.44
3.44

10.16 S 10.22 $ 0.06 0.57%
Average Usage

63 $
Median Usage

- $ 10.00 $ 10.00 $ 0.00%
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Chaparral City Water Company
Bill Comparison Present and Proposed Rates
Meter Size: 1 1/2 Inch Fire Sprinkler

Exhibit
Schedule H-4
Page 30
Witness: Bourassa

Usage
Present

BM!

Dollar
Increase

Percent
Increase

$ $

10.00
Present Rates:
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to - $
Over - $

2.52
2.52

10.00

1,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000
9,000

10,000
12,000
14,000
16,000
18,000
20,000
25,000
30,000
35,000
40,000
45,000
50,000
60,000
70,000
80,000
90,000

100,000

10.00
12.52
15.04
17.56
20.08
22.60
25.12
27.64
30.16
32.68
35.20
40.24
45.28
50.32
55.36
60.40
73.00
85.60
98.20

110.80
123.40
136.00
161 .20
186.40
211 .60
236.80
262.00

Proposed

BM
10.00
13.44
16.88
20.31
23.75
27,19
30.63
34.07
37.50
40.94
44.38
51 .26
58.13
65.01
71 .88
78.76
95.95

113.14
130.33
147.52
164.71
181 .90
216.28
250.66
285.04
319.42
353.80

$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$

0.92
1.84
2.75
3.67
4.59
5.51
6.43
7.34
8.26
9.18

11.02
12.85
14.69
16.52
18.36
22.95
27.54
32.13
36.72
41 .31
45.90
55.08
64.26
73.44
82.62
91 .80

0.00%
7.33%

12.21 %
15.68%
18.29%
20.31%
21 .93%
23.25%
24.35%
25.28%
26.08%
27.38%
28.38%
29.19%
29.85%
30.40%
31 .44%
32.17%
32.72%
33.14%
33.48%
33.75%
34.17%
34.47%
34.71 %
34.89%
35.04%

Proposed Rates:
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to - $
Over - $

3.44
3.44

10.07 $ 10.10 $ 0.03 0.25%
Average Usage

28 $
Median Usage

- $ 10.00 $ 10.00 $ 0.00%
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V ¢ M p M v M v N N M M M M

i

E

2

E



cn#vl\o¢.oo><rncoooooor vc>~<rmv-<oc"><*>ml\oo<.o~nnom4om<or\m-c>uol\<rf.olD(\l®<f®1-O3C(3Ol0£")\"¢3l\IlO<.O¢*7<DlDV'NO(D®(ODW'l\F(0911-\-G>l\¢)CO(">l\UIN W N O ¢ N N W ® C W N ® N ® W N O @ W © ® O @ W © * W ¢ ONWW C N @
v m m m m m m m m v v m m m m w w w w n m w w w m m m m m o o o

c\|o>oa<\|oonmc\|<o 1-cor-cuno u L o c o o o o o - 4 | ~ m n v - o o - n o l o o w w c m f - b ~ o
uv<o --o u'>coo>u':c>'< r--o>1-of>~< -
v"C\|("`)W'l-0(D(D|\ CD48C0@U)ODO>G)U)CDDCQC[C CQ1'*"'**-*'\""****_*_1"C\I_(\|(\IC\|(\!£*~|C\|

o o o : v < o l ~ o o o > o = - n n m v L n < o l \ l ~ < : o < n c > o o < - n n < * >

n o m m v v m v m w v m w v m w m o w o v m m m n m m m m m m m m w m m m m mW E * O N © W W M M N w N v V N V W V P V p

v m m N to o o <*'> r~ v <*> 1- \"" WI' T" 1-

l\d)*v°<.OO(\Il-f)(*l<'l\l* m N N 1- LD r~ N

nw-oooo<oo<ron~¢<'><'>n---nf-cv 1- v- 1- 1- CO

\-lA')|\<OlO¥\|\(D<D¢')fN(\|\- 01CV(\|F v-

v o v oo uu ln v v v m m m - 0 1 - v * r '

ncocom<*umoo~=rnLonmc*>mn-v- we N v- v- N

<o\noor m¢omo\n<r<'7t."'><rnn

(\l(\IO>¢C>(\I(')l\lJ')¢\l'¢(\J N Q' v- kt) 1-

v of of o v N |\ we (") v

o~<ru1~<r<oLn\-v>oonnm\-n-n=-n<t`--»<-

m N 1- r\ v- v m m 1\ 1- m m N N 1- N - v 1-

*'*U>l\O')U7U)l!'>*!(\l1-l")\'(")

oooooooocaooooooooooooooooooooooooooooooooooooooooooooczoooooooooooooooooooooooooooc:OOOOOOOOOOOOOOOOOQQOOQQQQQQQQQQQQQQQQQQQQ--nm~ru'>zor\cccno<-nc'><rlr>col ooo>o-n<~'>vlncox ooa>o<-n<-> Lr><o|\cocno\-rvvvvpvvvFNNNNNNNNWN@ M@ mmmmmvv

ocaoooooo<:>c : .>ooooo<3c :>c>c :>oc :><:>c>c>oc>c>c>c :>c>c><:><::c :><::oc :>c :>c :>c>
c>c><:><:><:>c><:><:>c><::=ooooo<:><::><=:>QQQQQQQQQQQQQQQQQQQQQQ
1-C*~I(*)W'l1J¢.DI*-(DO3C)v-(\IC") LO(DF*-¢XJUJC)1-(\l07Y l0¢D¥*-CDO)C)1-(\1(*)<1'L0(Dl-CDO7C3



3
8

1

4
x
€
f.
x

»

E

3
O

_ o>nnonnc>¢o<ohmm n o # mono v Konno>o> <o¢o¢onnl~l~\n¢oc>Q  W  CoW F V N O W N N N N Q Q Ol~|`MVOl!)1-NI-0WM1-1-v1-ccvq-v nnn%Q¢¢v>>_ * W" " ' ° °'*."'.°°' ' ' * ° °'"°'."" * " ' ' ° " ' ' ' * ' " ° ' ° " " _ c m
c c o u - l - 1--1-1-nnnnnnn<~4n¢'>of>m¢*>mmvw-vvvvvvvvvm1nmmmsn

c

in,E>_
Q3'"m

d>G¢'>r-\-wa-ou1-n1.no>oanmooooow--n<or--nvcoeow-\-mwroaooooomcnuamomwa-non v # v m m m w w m m w h n n n h w w w m m w m m o o o o o o F w F F F v F n n n n
q q q q q q q q q q q q q q q q q q q q q q q q q Q Q Q Q Q Q Q Q Q Q Q Q Q Q Q Q Q

*g
4 mum 1-cvv-'W'-lDC\IN LT <\I*W F) N l0C\I(\J 1-'

| I l t |

NU) 1* m v v pr) If) N v- (v) v
I | I IE | -

.2 >-
ms(1)

;
Z (ov-

-E o

E

l I a I I

QI"
I I

1' 1-
| | I r I I | I I I I I i I I I I

v" (\|
I I I I I I I I I I I

U
as
O

1, 1"- 1- 1- 1"
I I I I I l I I a I l I

.

5

r

E/3
-  'u
.Q an 0 as

1-
I I | ¢ |

v- v" 1" 1-
| I I I l I I l l I I | I I I

- 3

as0)w
EMn J' o:x:l~m

2
3 in

Eco mcL:5°'°§we.

<-
5 8835o

z

R

1-
I I I I I_.

Q

.c < 0 "
c : - C 'o
E

I I I

1-
l I

1-
| 1 | I I I I I I I I I I

v- 1- *I-
| l 1 | l I | | 1 I I |

°~;
O

1- C V

I I | I 1 I 1

1-
| | I I I I I I I I I I I I l I I I I

*
| I I I I | I s I

I

.:: co *
E m- 9o
o ea
2 vo

I I I

v'O-o5 3 "¢:l5
E

I

1- v-
I

v' 'r' r
| I | | | | | | 1 i I t I I | I I I I I I I I I I I I I I

N
m
mcu
a.

© I
N 1"'

I I
N

| | | 1 | | | | | 4 I l | I I I I
*_ 1-

I I I I I I I I I I I I I I
I I_.Q

C *O 9
3
-a

o
E

1

I

1 -

I

`... 1

I I I I

1-
I l a l | I I I I I I I I I I I I I I

\-
I I I I I.c no 1- N 1-

E  -  9  Io o c
3E W

I I

I I I I I I
1- 1- 1- 1-" 1- 1-

| 1 | | | | \ I | I | | I I I I I I I I I 1 I I I I I I I
.c <0

2 2
o

1r- !-
I I I I I I I I I I I I I I I I I

1- 1-
| | I I r 9 I

1- (NI
I I I I I I I I I I I

l

Cal5 co
c °- 9Q O L.
2 <

.6

E

. C
4-4

O
1 :oz

8C34(U
El

1 -

I

t"" 1- 1-1-°
I I I l s I I I I I I I I l I I I I l I I

1-
I I I s I I I l I I l I I

.c <0 "`
8 'E 9 I I

G.)
E u.

T- 1-
I I I I I \ I I I I I a I I I I I I I I I I I I I I I I I

1.
I I I 1 I

g>o
S o l
4 9
E "

08
- E0 _
<a§'"
3Q'5
b u
U
- oLIJ8-5
885
2>-Q u
.2 8 8o¢c

m"J

I I I I | | | | l 9 I u

1"
I I I I I I I i i I I I I I I I a I I

E15
.u
U) 888888883888888888888888888888°°8°°°°°°°°°

3 vs vs-vvvmmmm u'>\nu>m\r>¢o¢o<o¢o IDQWQQNRNBNNNNNNWQQW
q)

\..
w..»
Q)
2

E

2

\-\-v-\-\-v-1-1-v-r-1-v-v-v°v-1-1-f-1-1-1-x-1-r-1-rv-1-1-v-v~rv-1-1-v-r-1-1-vw-r
5) C G G C O O O O O O O O O O Q O O O O O O O O O C C D C J C D O O O O O O O O O O O O O O
D v v v v v v v v v m m m m m m m m m m w w w w w w w w w w w n n n www82élo~f¢~'>"17lri¢dl-1dd6\-3c\iu'i17v.r$¢6r-Tddd1-7o~Fc'>l8\ri<6rC6ddl-5e~imlv7u§c6ll-Ta566-Toi



- 3
3
8
5

v =

. =
t

85

3

- §
1

i
s

E

I
8
g

1

3

f
3

8

*E

4-4Eta
.C .co

cym
m
m_

up :

2 as3 m
Wang

Q u
do(/Ja?

I
3(1)>

C

mgvwwmwmmmmmmmmmmmmwnmwmnmnmgnfwmmowvmvmmogocQ¢~'>1-\-aoooooooooooaooocoaocoooooooouo¢om<o1-¢a\nc> oonl--1-ooo>wrn8o4l--nm ofE__.<a¢>°1Q<=a-'-.~:---~:-=~;~.~.~.~.=~a#.Q°Q~t.Q°z\mu°1Q-<'a<;'~=~=l;=Q'~=°1 -e°"1-Q1-n-"r-. . - .|~0(D¢D(D¢D(D¢D(D¢D¢D(D¢D(DlD¢D¢DlD¢D(D(Dl"-®$Q®WG)O)G>0JUJCDQDCIW1'-1"-"'O~lC\I¢\|(\|

o
E

J: (D
'E~'?

° u
o

8 8
C * » |

: GJ
E .2
:s
O

r co-- oc "ava>
a

o
E

v ' N
-° L_( I I I
o QS
1- >-

C
...
'Wm

1-

II

IDWW MQQWMQWGWMWGOWUIO1'¢W1'l0NO7Q\"(V(')¢l0¢Dh®¢OI'Nl')WlD(DN W N W N N W N N N N N N W W N W @ W @ M M M M 8 8 8 8 g 8 8 8WWWWWWWWQ Q Q Q Q Q Q Q Q Q Q Q Q Q Q Q Q Q Q Q Q Q Q Q  . . . . . . . . Q  . .  _ Q Q Q Q Q Q Q Q

I

I | I | 1 1 I

I I 1 I

I I I

I I

I | F I

I s I I

I | |

I I I

v"

| n | l | n a | l s | l

1 I | I F I I | I I I I

I I I I I I

I l u I t |

1-

| 1 s I 1

I 1 1 l I

| s | I | I

I

I

I I I I | I I

I

I

to

I I I I I I

v' 1- 1- 1"
I I I I I I I I I I I I

I \ I l

I I I I I

I I

'nm

I I

I | | I I

I i I I I l I

I I I I I I I I I I I I

I I I I F I I I I

I I I I I I I I

I I I I

I I

l | I

1.

I I

I I

I l I

I

I

v
~o-o
¢")
o
U)
m
Q.

£
c o
o `6 '
E

LD I I I I

'5->

| I I I I I I I l I I

1"

I I | I

1-

| | | | | |
t- 1- 1- 1°-

1 | I I | a c |

1-

I |

1

.

1 -

I I I. c*-»
o
2

C 4- I I I | |8
o  c :

3
'>

I I I I I I I I I I

Q- 1- 1" 1- Q-

I I I I I

Q-

I I I I I | I I I I I I I

8 .c 1-

I I I I I I I I 1 | I I I l I I I I I»-» 8

E

a I 1 s l | I I l I I I I I I I I I I I I

.c
Q*

4-4 8 .4
2 <

I I I I I I l I a | I I I I I

1-

I I I I I I l I I I I I I I I I I I I I I a I I

4-4
N I I I I I I I I I I s I I I I I I I I | 4 | I | | | | I I I I I I I s I I I l I I I5 8COS. ;E Eu

21

5 8c0 3 5
a>
LL

I I I I a I I I I I I I I | I | I I I I I I I I | I | I I l a I I I I I I I I I I I

98
" n
Qw-
E M

up
* E0 _

8.~8
E£3090

gm:05°a.oE
_g>-,-

8° 5 coC * O | | | |
o o é

cu
E " J

I I I I I 1 I I I a I I I I I I I I I I I I I I I I I I I I I I I I I I I I

hi
.n__
in
\..
(D..»
iv
2

cuw..Qqqqqqqqqqqqqq.QQ.qQ.Q.q_Q-c:g-qQ.Q-c;.§q§qqQ-Q5-Qc::g-oooooc:881"lO(DI*~QU¢\G1'(\ll")1l0(Dl*-8O)QlI}O)(')l\')lDI'-1*WlD1"1'1"l"\4(\lll)¢Dl0;D aoaoeoooooaooacnoamoamozoaosoaowz-nc>l--nn1-4-wroooo'>m\l-l--ou>l~ uoununocom<6u§<\Ic~I 66
mvmmwvmvv rvm vvwmwmwtv

F r v - \ - 1 - 1 - v - 1 - \ - \ - 1 - 1 - 1 - 1 - y ' F 1 - D Q C O O O O O Q 0 C O O Q O O O Q Q O Q D C O

88  Q Q Q Q Q Q Q Q Q Q Q Q Q Q Q Q Q Q Q Q Q Q Q Q Q Q Q Q Q Q Q Q Q Q Q Q Q Q Q Q Q Q
G 1  o m < t u > c o | ~ a : a o > o - n ¢ \ ' > v | n ¢ o | ~ a o o > ¢ n o > m m m | ~ - a o o o \ - \ - 8 F v - n u n s o l n v r a n n w m o o
W E c o m ¢ = o a o a o a o o o o z a : o > o u c u o » o > c > c > m v n o l ~ n n v - w r o u o m o v - R o \ n l ~ 1 - l n l o m o c o o a
D 1 - 6 1 1 - l h W v - v - N 1 - 1 - 1 - 1 - Q - 0 I 1 - 1 - v - 1 ~ ( \ l v - l ( ) \ - F p

o o o o o o o o o o o o o o o o o o o o o o o c x o o o o o o o o o a o o o o o o c o

i

o

E

E

E



'_Q¢pl_()lng3l.¢qq-'-,_
mocvooaomnoocococo
coooo<*>\ncn-<'><t<r<f
n w m m m m v v v v v
N N N N N N N N N N N

WGToQ-(\l(")Wll7<DLDlDglDlOGD<DLD¢D(QLO(.O¢D(D(§
m mm m m w m com m m
1-v-v-v"\-1-v-1-\-\-v"q. )

1- 11 1 1" .. 1 1- v- Q- no l\ o we LT

5,
o o  o  Q o  o  ooooczaooocacnooc:»c:>c>ooc:c:.>c><:>
tDo)too)Q n n @w w m w m o v m

c z o o o o o o o o
v o o o o o o o o o
u, o o o o o o o _ o

o m © m o ¢ n n wr e ¢ o c o o o \ - m o v m



-1

I

1

48

1 2
2
f
i
i
iav

g :
O

I

\n\n\naunr~c>o\nc>\nooo m m w m m o v vo>m\-wr N m m co v m u- m io \n"e2se$m=3a;s:§2=a3a2a§s:eaqiiséaeemaasaée
<-\-v-\-v1-v-~nnnnnn¢'>nm¢¢>¢'>o'avr€~t171741-l~17u§l6¢zfln`

3
i
3

88
ea Q>8 Q
IU (0 1-

CD C

Wf\8O*U)('7(\l¢\IL\IU3¢!)l8lf>®\'O(\IC7(IJC!l\*2'<U@*®OCX3lDO')("JO)(*)<!'®OI\OIOU)(\l
v \ - ov<.oc>-r*><rLn<ol\uoo>o-<\lc~l<'><rlnr.o¢.ol\ooooc>a>oc>v-v-nnn<*>¢*><r<rvln

1 - v - n m m m m m m m m w m m v v v v v v v v v v v v v v l n m m m m m m m u o n n r n m mE >

8'"41=
._

?

8
w w m v w v m o o m m o w m m m m m v o m n w v v © v v m m m v mw- v- v v-E _V'¢.9V<">VNNv-Nw-1-*w-'

'6r- >-
cu
G)

g 1- v' 1- 1- 1-C\l 1 1 v' CO v" 1-1.-" 1* 1- 1" 1-
O

8 "5 6
2 (D

.c-o-I I I I I I I I I l I I
1- 1"

I I I I I

J

w v no (q (D N ¢*> m

D
I
8
i

¢o
U)
Ia
8

"P oJ: of an
Q) s
"* en:°: m

Q 1: go
.C .C UP 4-1

3
was

. c.. .
o
E

(D u: lO v m v 1- v- N
oC `6 >'
o
z

q- (*') 1" 1 \" 1- 1 1- v-
l I I I

1- (\| 1- Q*
I I I I a I I I a a I I I I I I I

3i
II
i
8

q- cf; F' N 1- 1- N N 1- 1- N v' *
| I | | l I |

sq
I | I I I I I

N N
I l I I I l I

.C no (D ID N m <r
"' oC  - ,
o o '6

O2

\

E
S .

2

3

.c w v LO N co N N v- 1- m
E ~¢- oQ O
2

I
v' 1. CO v" v° 1- (\I 1" 01

| I I I
1 CV 1-

I I I I I I I I I
(\I

I I Q I I I
|
a>
cm

. :...
o
2

W (") 1" (\,1 (\| v' 1- v- (\| v- 1-
1 l I I | I I I I I l I I I I I I I I I

w fr m v N co W" N N N N
C 'B 9

3
<

m
4 -
o
' -
av
U)
40
G.

.c...
o
E

1- |-. no (D of N
C *_ I I

o ...L
:J

I I I
Cal 1' (*) 1" 1- U) * (\I 1- 1- 1* v*

I l I I I I I I I 1 I I l I I I I I I

1
1- !"" (\I 1- 1- 1'-

I I I I l I I I
v-" v-

I I I 1 I
.c (O co 9-O v 1- (*> gr) N q- 1- N 1' v- t"°
'E 4- 9 | | | | | | 4 |

C
3E

.c
o
E
=`5

(0
E

co co we we ¢ we ~=r <- W p- Q* (\I r- v- 1- Cal
| | | | | | 1 |

N Q- 1-
I I !

1-* 1-
I I l I

1- 1- (NI
I s I

N N ("') (\J 1- r- (NlQ" 1- 1- 0)
I I | | | | 4 ¢ | I

r' 1-° 1-
I I I I I I I

*--
I I I I I

§
3

5 oc0`5
2 <

as we (D \A') N (D

L

.6L..
OJ
E

1- (NI
I 1 l I

T' c~4 1- 1' f- v' 1- v-
I I I I I I a I I I I I I I IE

;
5c:- c::»
o O

w W W # ¢ ¢ v v v v n ®

4
(g
21

v

.c © N  m m N  v  N  v
E ~4- o|o o .Q

G.)
2 u.

OF 1"- 1" 1* (\| W 1- 1- 1-' (\J
I I I I I 1 \ I I

N 1- v' (\l
I I I I I I I I I I

1-
I

98
88
goo_ a5°-.E~38
5 3 E- 1 , 8
S c
8-3
S*ai

,2
.c @ n m m m n n N l O * 1 - N F
' £ * q -
O  0 5

(U2 ->

N 1- * 1" v' N N 1-
| | | I | | I L 1 4 | |

r' 1-
I I I I l I I

as
.8
U)
L.
0. . .
G)
2

8cu 6
Ia I-
:J

o o o o o o c o o o o o o o o o o o o o o o o o o o o o o o o o o o o o o o o o oo o o o o o o o o o o c c o o o o o o o o o o o o o o g o o o o o o o o o o o o o
\ - n a v l n ¢ o r ~ c o c n o 1 - n m # \ n ¢ o r ~ m o > o - n v u v \ r > ¢ o r ~ e o o > o - n < n 3 1 n ¢ o r ~ : n o > o Fr r r r v r r v - p F N N N N N N N N N N I W Q M M v a m m m v a v v

mE
DLL

oz
W o

O O O O O O O O O O Q O O O C O O O C ) Q O 8 0 0 0 O O O O Q Q O O O O O Q O Q Q
q q q q q q q q q q q q q q q q q q q q q  _ q q q q q q q q q q q q q q q q q qF W M W W W N W W O F M M Q W © h & @ Q F N M V W ¢ M ® M O F N W V W @ B Q @ ¢1-1-1-1-v-pv-w1-1-¢\l(\IN¢NN(\INNN¢\l(*!¢'}l')F)¢'>¢')(')F')¢'7(')¢

9
i



i
8

I
e

x

i
3

3 a:
3

1 WED'TC\ICDl*-U')'<!v-1OlO(*)OO1-LDO>C)(D(.OC'3C"Jl~OCO\-'l0U'JCD(')(')(")1-'(\llDI*-t\C\l(\ICKJUJd)®O)C3('7¢:€_,c'>cor-u>ooec>c:>o>ouu'>c*~|ooo>~<1*<ooooo<:J<o<:><oo>LoLr>nLr>Ln|.nc~'>c><r1-1-cr»o>co<c>¢o<o<rc-'>1-
2 o w _ o n ¢ _ o _ w _ v m m _ w o _ v q QQm_m_Q _ m Q m m q w m w m m o q o o m m

\0lD<.D(D(DLD|\-F*-l`*-I*-G3CIJO)G>G>OJClG1G)G}O}C3¢3OC3CDCDCJCJ®C3C3QQCD1-**y-\"*1"'
>
as 8 v'

•

.  »
I

C
I

*
m
8 _

=*aaf=o m.

J
E

co=-<oo=nv-cooommm w o v v c o -n<r\nv.n¢ooocooonc*'>Lr><o<Q|~|~cooocooocno\-
cmu>u'>u>Lr>\r>u'>u'>rn<.o¢o<o<o<o<o<o<o<o<o<o<o¢o¢.o<o¢ocococo<o<.o<o<o<o<oco<o<o<o<oco<ocom<o<.or~>coeoa>cr>onnnnc*>mw<*>m-rv<r<r~¢vv<rvmmmnrnmmmmlommomcow

3o»->-
m
Q)

comLo<=l-\.r»coLn<r l I)f*-*Ww-(\8*1 n - ~ < r * n \ - *N
1- T" I I II

Q (\| 'r" 1- 1- 1- 1-
| | | I | |

I

1

Tb
I I

1- v* T- Cal*
I I I I I I | | I I I I |

1.-
I a I I I I I I I I I I I I I I I I I I.c w-» o

c *5 é
G)
D

o
2

gI
g

3
.- 'u
.Q an as

its
i n
m

910 3
' oIsm

G)- w
q)

. c c o a i
-S 8
86 I
E

Q- v' Q- v- 1-
i | | I | I | l n I | I

v-
I 4 0 I n | | | I I I I \ I I I I I I I s I

>o
z

. »

Q§

v
.-E 8
0 C.-»2 o

O

1"
I I I I I I l I I I I | I I I I

\-
I I I I I I I I I I I I I | I I I I I I

V ' 1""I 1- 1"
.c

g

w e
- o
8"6 w
2 w

I a I I I I | | I I I I I I | e I I l \ I I | I I l I I l I I l I

8
33 I
E

v* 1-
I I r I I I 5 | I I I I I

1- 1-
l I I I I I | 1 l I I l I I I I l I I I

10
m-
o
N
ll)
m
m

Q.

<

1*
I I.c..-

o
E

r '  1- r-
I

1- D Qp fv '_
I 1 I I I I 1 I I I e I I I I I l I | l I I I l | I I I I I8r: 'B .4

" >

E 8Cv- | r | |
JE '1

I

1- 1- (\,| T*

I I I I I I I | \ I I e I I l l I I I 1 I I I I I | I | I |

.c <9 1-
E "e 9E av

E

I I I
N

I l I I s 1 I I I I I I I I I

1-
| 1 | t I I | | I I I I I I I i I

.C 4.0

§~a'§_l'
E <

1- 1. pp (\,| 1- l. 1- 1'-
I I I I I I I I I I I I I I l I I I

1 "

I I I \ I I s I I I I I I I

3o
r '

\ l I I I I I I

1--

I I I I I I I I I I I I I I I I I I I Ig'"§
5 8 1-' N N
ET "6 .L I I I I I c I I

'S 2
21

o

w
28N NQ . .
E ;ou'€>5 2

*8§
g oE u
- 2aw?
%a>Q
. : > " 'ov, \ -

5 (O
C v- O
2

|
o o .é

w
LL

l 1. 1* 1" Cal1 1- \""
I I I I I I I I I I \ l I I I I I I I I I

1.

I a I I I I I I I I

»i' . c..-
o
E

1- r' 1- F' (\/ 1- 1' 1'
I I I I I I l I t I IC 9 ¢ | l | | | | a | | | | c I | | l | 1 |

o Cm

I

215
.8
U)

o o o o o o o o o o o o o o o o c o o o o o o o o o o o o oo t o o Q o o o o o o oo o o o o o o o o o o o o o o o o o o o o o o o o o o o o o o o o o o o o o o o o o o¢ , . . o o o c o o o o c q q q q q q o o o q q o o o o q q o o q q q o o c o q q q o o o o
N £ n m $ m m h m m o v n m v m o s w m o w m m g m m h w m o v u m v m o h m m o w w m8'> v s v v v v v m m m m m n o m m m m z o m o t o Q W C D W L D B N N N N N N N N N Q Q M Qm..-

a>
E

4,..oc>c>cooooooooooooooooooooocoooooooogooooooo5,EQqqQqqqqqqqqqqqqqqqqqqqqqqqqqqqqqq _°°°°°°°3 grnm<f|n¢o|~uoo»o-nmv\o¢or~aocac\-nc'>vm¢o|~eoa>o\-nm<r\n¢o|~coo>o-nDLLWV91*VVWW1l0l0ID\Ol-OIDI0\OI0lD®(O(D(Dl0@¢D(D®¢OI\l\lll\l\llI\1\1\I\@Q®



.. 4
3
i
8
3
g
I

?

f
I
3

:'§
8

J

3

I5
E
s
J

I

3 >E a 1-:r:v-v-v-\-1-1-¢'\I¢\Ill4C'*l¢\l£\Il'4(\l¢\IN¢"J¢')¢')W"¢*l'9\l'}l0l0(D(D(D(Dl*-l*-CDdJQO)G>O>O)0)
o

'inmbwwwwmvvvn v f wvwmmommwwwm nwm ¢ nmon>mmv©Q)C0FPU!I-OV¢*)£")(\IOOC>OOCDU>U)O)C\I(DV'<")\"lD(')IO(OG)l\l\O(\l¢'7l\(*)OI\lD(D¢X)l-0¢DOocm<~'>mzolcoooo>-v-nnc\4n=:mmaoomcovu'>ooo>olu>o>v-:-'><roocoo>-nooc>\-c'>v<.o
w8 c

r wmm m o o mvmmwwowvm wowvmm w wmvm wmo(.O£D(.OLO(DlD(.O¢.Dl\f\|\l'\|\l\f\|\|\l\!\$W®@®®0')C7>O>U)O3G')U>OCO©O<3GOr-r-¢o<o<o<.oco<.ocococo<n¢o¢o<o¢o<.c>coco<oco<oroco<o<oco¢ococo<o¢o<o¢or~r~r\r~r\r\|\r~|\|~
I

Et.
3 30 cm) 9

I

I

3 a
o G)
I-° >-

1 - g r ) 1 - 1. -

1 I

F 1- w v 1-1-_' \ \v-1-* -r-"1-\-1-\- ' 1-1-"* `~***1-1-

9

g

m é

2
_c .c 1- v- 1- 1" v- 1*

I I I I I I I I I I I I l I s I I I I I l I0-4 8C0"6
E

I I I | I l l I I I I I I 1
6
a>
O

I

3
§

23
I I I I 8 I I I I | I I | I a I I I I I I I I I l I I I I I I I I l l I I I I I I I

mU)en
8no 3

i9=00m

4-' 8§'D m.crzovcv s
5 8c0̀ 5
E

>'o
z

2 1- 1- 1- 1- 1"
I I | I I I I\

5
I I | I

I
I I

'_
I I a I I I I I I a I I | I I I I I I I l I. C r o§ * o°*aO

o
2

I I I s I l I

(_
I I I I I I I I I I I I I I l I I I I I I I I I I I | I I I I 1 I I33

5 8C "5 I
o
(I)

o
2

.c4-1 8
3

2 <

1.

I I I I l I I I I

t - 1 - v - 1"" CN]

I I I I I I I I I I I I I I I I I I s s s I I I | I

s

10
no.
o
m
w
UI
m
CLT.

I I I e I I
T- '_ f"

I I I I I ¢ I I I I I I I I I I I I I I I \ I I \ I | I I I I1: coC 3 9
3""J

o
2

.c LOE * 9 I .
o o :

3E

1-
| I I I I I I I I I I I I I I I I 1 I

1- *_ 1'-
I I I I I I I I I I I

r

Q-
I I I I I I I I I I

.c co
'E "6 oo (5

2

\ v-
I I I I I I I I I l I I I I I I I I I I I I I I I I I I I I

ro

.C
1 - l \"p

I I I I I I I I n I I I I a I I s I I | a I I I I | 1 I I I I I I I I I I
3

8 .Soc.
2 <

i

@

w .5 8C0"6
2

1

I a l I I I I I I I I I I I I I I I I l i

1-
I I I O I I I | I I l I I I I s I l I

é
21

I I I I I I I
1* 1 1. v-

I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I

> 0
58
E n
o _081-§5§
288E
QQ8
°'af,al"-=
.So'

.2

5 8c "dbq)u.
O
E

I I I I I I 1 s I I I I I I a I I I I I I l I I I I I I I I I I I I I I I I I
.c..-
o
E

c . .8
*a a

m
" 1

hi
.N_
U)
1...
q)4-»
cy

E

2

Q..

3LLW@®&@®®C')C>0')U>U>UIUIUJU)C'J(")¢W'(D('5(\I@(*<l\O(")l\IU)(")(\IO¢D\-II)l\¢DO'>l!7Wl\CW'



E

:Sm
E T8418P1-NNNNNNNNNNNNNNNNNNNNNNNNNNNNNNNMMMMCWMWCVCWM

C

Wb",9'WWROCWC)W'DI\(DW(")(\ll\\D(\IlDl0(")\Dv-("7(.Ol\l\0)¢\JLO¢X>l\WCD@C¢D(')*l\l.Dl\(WO)CO1-l01-'O7(")®l\v'°l\(*)0>(")(DO(\J(")@\\IW'OW(DONU'5l\l(OCDlDU)'(*)LO<Df\l!'>¢.OW'(\J(\l!-C`)90c;o{<(lcnv-v_ooo<rco6>\-mr\oooz-va>nmcoon<ooQQn<q¢QQ<\{m_u1o'gqq<Qcqr1<r
_ @ O O O O F r F N N N W @ @@@V W W ©©©©NN N®®@® @ @ DC

_' (9'TID¢DI\O)<D(\l(')<'lD<Ol\©Ov°(\l<'3*tLOI\COG7O<*(\I(')l~DLDI\®O3O1-°¢\l(*)W'lOLOI\WC'>
311) `- l -\ - - \ - n n n n n n n n c * > m m m o o ¢ ' > m m m w r < r v v < r v v v w r m n n m n o l o m m m u u l n

a

E 4

153 >-
m
a>

1- 1 "

I I I I I I I I I I I | I I I I I I I | I I I I I I I I I I I I I I I I I I I5 8co36G.)
a

E

(U
w
U)

8
L o : J

' o;1: of cm

r.: :J 8_QU an.... an as C.oz .oz iv...
.C4-1 I I I I I I I I

1- 1- 1- |. 1" v- 1.
I I I I I | l I I | I I I I I I I I I I I I r I I I I

E

(DoCo 'B $o
z

1- 1-
I 1 I I I 1 I | I l 1 I I I | I I I I I I I I I I I | | I I I I I a I I I I I I

.c (D
E v- 9o o 5

oE

.c Cal 1- 1" v- 1- 1- v- 1-
l | I I I I I I I I | I I I I I I I | I I I I | I 1 I I I I I I I<~ oC0`6

2 (0

1 *

-E 8Co ̀ 6
E

I l | I I I | I I I I 1 I I I I I I I | I l I | I I I I I I I I I I | I I I | l I I

:a
<

10
~...
o
v
ea
UP
m
Q.

'E o |Q "6 .L32 W

an I I I I I I I I s I I I I I l II i I I I I I I I l | 1 I I I I I I I

.c...
o
E

¢ .8c 3 é
2

' >

I I I I I I I I I I I I I I l l I

1 - 1 -

I I I l 1 I I l I I s l I I I I I I I I I

.C. . 8 .

E

1 " 1- v- 1 " 1 -

I 1 l I I I I I I I I I I l I I 1. I l I I I | I I I l | I I I I I s c I

8Qc
N m
£ 1 -

r :
o

£
889
2 <

I I I I I I I l I I I

Rh

I I I I I I I I I 4 I l I I I

1. 1 -

1 I | 1 I I I I I I I I I

E o\_
a> 1 1- \

| | 1 | | s l | | | I I I | | | l | I |E
E

I I i I s I I I I I I l I I

--r

. c co "`

*; S

03.9
a430
3"00--Ia
°*a;-,gm 1 " 1 -

I I I I I I I I I I I I II I i I I I l I I I I s I I I I I I I I I l I I l I I

2

5 8com,
ll!
\.L

c

e m f *
:L e
N

O w .C4-4

E

1.-' 1- 1- 1-
c o

c 9 I I I l I I a a I a I I I I I I I \ I I I 8 I I a I I I I 1 I I I I I I 1 I

o  o  C
as

315
.4
U)

0)...
<n
E

o o o o o o o o o o o o o o c o o o o o o o o o o o o o o o o o o o o o o o o o o oo o o o o o o o o o o o o o o o o o o o o o o o o o o o o o o o c o o o o o o c o o o
w°46 4l<°a~5dl<¢»§usasd-6¢sl<a66s¢5¢~ia.:6sa~'~¢sl<46¢~i¢5»<=6<5o;.:<5¢5W~m;mhmnmmmmmmn oomvrmmmon>mmommvmmrm om owm:>u..- -¢~>-1-n'-n¢'>n¢~4n vvwnwmmmmmnmffvmmu m mwwv



w vwwvmvomwommvmmv v wmvam mwn».nn\-mcoomr~ou'>o><*>u>ool\-<-nvr~oo<-cz<f<.ool\col~l~oc>o¢oc>v-ml\c>ncoo>c>n1nr-n<ru~»o>v-<r¢.QQv-<*{<r_r\Qv-vgcqoq°qoq
OOpvvNNNN@@@@ ¢¢WWWW @©@©©NNNN N<~'>c~'><*><~'>cf:mmmnmmmmmmmmmmmmmmmnmmmmmmmm

O*NWlD¢DI\®O7ONK*>W'\-0(DI\®C')O\'(\I(">'¢lA'Jl.Dl\ O)C1'{\lf\Jl*l€
w w w m m m w m w m w w m w w m w w m m m m m m m

N (D o © N

1 ' ( V p N N N N (\l"v'<\l(\J<'>v-v-F<!'NU)N(')v-w-1-N(')v-(\lv-v-

Qo:C1-TIC¢\F5lnla¢5u6<6¢66oFu6o6vlc56mlml~iu5€do6¢6o§nl~iml<17l6
l n l~uo v - nm ¢~' >m n\ nnm n n n o o c w u v - m l ~ ~ r v - v < o - c h a r m



= 5

8

3
8
5

§

8

2

g

g

I
r"®QwU>(')1'O)1-O p W @ M @ @ ® N Q P O n w n o o n v o n n n w m o m m mnmv¢ol~l~o»-¢v>u>l~eooono'> \n<oaoo>oF\-mvr¢or~wo~»o>o-¢~4¢~o¢n¢o¢9l~

\-`-\-\--nnnnnnnnno'>n¢*>m¢~f>¢v>mmmmvvvvvwrwrv.&
3

3 an
§
O

| my:=3>§¢>
(U Mw-

(gc
4

3 a>
E .z
3
O

I m w o w m w v w w v m m w w w w w w m m v o v v v w m w m m t m w m w w m w m v
C \ - - n n n n c ~ 4 c * > o ' > m < * > < ¢ v > < r v v v v v v v v v v v v v v v v v v v v m u o m m o m l n

'53

wroo<*>|\o<r|\ooca1-:om<ouoo>o\-nn<~'>¢*>wru'°>=o<ou><o|~r\ooooooo>c>mo>ooo-v---

2
4

2»
e

K __ _ ~ m » mN1- -\- v-v--w-
cu. . .
o GJ

|-- >-

c~»|\~:r<omo'>coc~4-vowmwoovomo<r|\Lr><ov|~m<\|mv©<rvnnm<¢>a>mo'>v--w-
m

i

S
v' 1. 1- 1- 1.- 1. 1"'

I | I I I I I
1.

I I I I l I
co in N

*E - oQ O
E

lo v v T' N m 1- v N
| | u I

1"
I I I I |

é
¢D
o

;
i
3 :s*I*_av

<0
w
w

8
no 3
:ii o> oco43 t
- cmen

._ an an g.C .C U54-1

. c © @ N @ W N @ ® v v v W p W W v v v v w
-» ocv-oO8'
E Z

I I l I I
1 v- Q*

I I I r I a I I I I I I

3
-2
§
. 2

.c KD <r 1- v N v  m
*a '4-
o  o  8

O

v- (V Cal Cal Of) v- 1- 01 v 1- v""- 1- ( \ |  1 - 1- 1. 1
l I I I I I I l l I I I I I I I I | I

N 1 -  N  N  N
| I I

v- 1° 1- 1" v- v" v" 1" 1-
| I I I I I. I I I I l I I l I I I I

i

8 2
5 oQu-

U)
v>

9 ° ( q  v v- c*> Mn m

I

.c
E B- oQ o
E

F) 1- PP
I I I I I I I 1

Cal 1-
I I | | I I I I

v"-
l I |

t o "  1 0  I f )  f r  o ' >  c y  N
i \

3
<

r\
W-
o

1 -
G)
U)
cu
G.

I I
t- W' 1- N 1- 1- Cal Q- 1-

I I I I I I | I I I
v' 1"" 1'-

I I l I | I 1 I I I | I
.c m v m w m m

8c~5_.o
E

1

J .c (D v v v LD m 1- N
E w- 9 '
o  o  c

3E -1

1- (Nl1- (NI T"
I I

r -  N  Y " N
I l I I I I

1"
I

1- v'
I I I I | I I

v- 1-
I I I s

gr)  q  1 -  1 - 1-
| I I

wr- v- 1* N 1."
I I I I II I I

1- 1-
I l l l I I I I I. c*e "a o.

E
o

LDN v v N v m m N

ax
2LoooN15 8 oc03

E

N N 1- 00 1- 1-
I I I I I I I I I

1" 1- 1- 1- v- 1-
I I I I I I r I I 1 I

.c we NN | \ 1-
°-' oC 4- |
o  o  * -3 m

2 1

(D 1- 07 1- 1- 1"' v° 1-
i I I I I l I

1' v-
I I I

1- (\I1- 1-~ 1-
I I | I I ¢ I I I I I

E
E

n . ;
g m

vb
* Eo . .
we
=8~
Q83

oEW-
s mu

89-.:...Ng n
.2

. c
'E ~¢-
0  O

E

©@ N r @ W N v F N w v
o
.Q4:

N m 1- 1-
I I I I I I 2 I | I

Cf) fr*
I I s I I l l I

1-
I I I I I

.c <0
`&*<:>O ° g
E ea

( v ) € ~ r ) q ) ¢ r ) q q q 1 - " v"C\lt-" ( \Lr" F N 1-
I I I I I I a I l I I I I I I I I I I I

1"-
I I I I I

ELS
.8
cm I 88388883888888888888°°8888888888838888888

Q Q Q Q Q Q Q Q Q Q Q Q Q Q = 1 f - ' - X Q Q Q = Z 3 3 Q Q ¢ 1 Q Q Q Q Q Q ° Q Q Q Q Q ° ° ° °1 - ( N¢" ) ¢ I Dl Dl \ ®U) C 1 ' ¢ * I ( * ) 1 ' l - 0¢DI I ¢ ) U>G 1- ¢ \ I ( ' ) V ' I D( DI I 8C JOv ' ¢ * I ( ' ) 8 l D( DI \ l DU) C F\-1-\'-!-1-I-!-!-1'1-¢V¢NOI0I¢Y¢\l¢\l(\llll(\l¢")l')(*)(') mofamramvv
8

-
m..-m
2

G.)cm ..
m o
Ia |-
3

G)
Q q q q q q q  - Q Q Q Q Q Q Q Q Q Q Q Q Q Q Q Q Q Q Q Q Q Q Q Q Q Q Q Q Q Q Q Q .

1"\-'1"v"'r'1'-1"FFF(\l¢\I0l(\l(\l(\IC\IC\lCII(\lC'3U9¢')U)C'?C0(*)0')¢')¢') 'I

o>é '
8 S3 u..

i

5



i1

. 4
Si

2

_1

2

mmzmEgg n m""= 3388
¢-oo N
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1 I INTRODUCTION AND QUALIFICATICNS

PLEASE STATE YOUR NAME AND ADDRESSQ-

A My name is Thomas J. Bourassa. My business address is 139 W. Wood Drive

Phoenix. Arizona. 85029

2

3

4

5 Q- BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY?

i air a sen-employed Certified Public Accountant proviulng consu.....g services to

utility companies as well as general accounting services. In this case, I am the rate

consultant and testifying expert witness for Chaparral City Water Company

("CCWC" or "Company")

10 Q. YOU PREVIOUSLY PROVIDE TESTIMONY ON BEHALF OF

CHAPARRAL CITY WATER COMPANY IN THIS CASE?

DID

12 A Yes. My direct testimony was filed with the Company's application in September

2007 (Docket No. W-02113A-07-551). I was also a witness in the Company's

2004 rate case (Docket No. W-02113A-04-0616) that resulted in Decision No

68176 (September 30, 2005). Decision No. 68176 was appealed to the Arizona

Court of Appeals, Chaparral City Water Company v. Arizona Corporation

Commission, Arizona Court of Appeals, No. 1 CA-CC 05-0002 (the "Appeal")

When the Court of Appeals overturned Decision No. 68176, in part, and remanded

the matter back to the Commission, I also testified in the Commission's extended

proceedings on remand (the "Remand"). The Remand proceeding recently

resulted in Decision No. 70441 (July 28, 2008) ("Remand Decision")

11.

Q-

BRIEF OVERVIEW

WHAT IS THE PURPOSE OF THIS SUPPLEMENTAL TESTIMONY?

22

23

24 A In the Remand Decision, the Commission declined to award rate case expense for

the Appeal or the Remand, but authorized the Company to seek such recovery in

this rate case so the expense could be "audited and verified, and a determination

FENNEMORE CRAIG
PROFESSIONAL CoRpokATlo>

PHOENIX



can be made to their appropriateness and reasonableness." Remand Decision at

39. My testimony will make the Company's request for rate case expense for the

Appeal and Remand, and demonstrate why the Company's request is reasonable

and appropriate

5 Q

Q

HOW MUCH DID THE COMPANY INCUR FOR THE APPEAL AND

A1iiJPROCEEDING?

Roughly $520,000

HOW MUCH IS THE COMPANY NOW REQUESTING IN RATE CASE

EXPENSE FOR THE APPEAL AND REMAND?

7

8

9

10

11

A $258,511

111.

Q

RATE CASE EXPENSE FOR THE APPEAL AND REMAND

WHAT WERE THE COMPANY'S TOTAL EXPENSES FOR THE

APPEAL?

CCWC spent approximately $91,307 in legal fees and costs from October 2005

through February 2007, which was the period for the Appeal. Although

participated in planning and strategy, and reviewed all of the briefs, I did not

charge the Company for my work on the Appeal. Neither did Dr. Zepp, another

of CCWC's experts in the original rate case and Remand. Attached hereto as

1 is an itemization summarizing the

I

Bourassa Supplemental Testimony Exhibit

fees and costs for the Appeal

Q- WHAT WERE THE COMPANY'S TOTAL EXPENSES FOR THE

REMAND?

CCWC incurred approximately $429,264 in rate case expense for the remand

proceeding, which occurred from March, 2007 through the issuance of the

Remand Decision in July, 2008. These rate case expenses included legal fees and

costs, and expert witness fees and costs. Attached hereto as Bourassa

FENNEMORE CRAIG
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4

1

i
E

E

I

1 Supplemental Testimony Exhibit 2 is an itemization summarizing the fees and I!
3
3

2 costs for the Remand. f

3

4

Q- ISN'T THAT A LOT OF MONEY, MR. BOURASSA?

5

It may seem like a large some of money at first blush, but when you consider the

length of the proceeding and the work involved to reach a resolution, it is a

reasonable sum. It took over 14 months from the court's mandate to complete the

Remand. At Staffs request, there were multiple rounds of preiiled testimony,

followed by additional hearings and briefings. Both Staff and RUCO hired

6

7

8

9

10

independent expert witnesses to testify.

complex testimony on the issues before the Commission.

These witnesses filed lengthy and

This forced the

Company to respond, and so on, and so on. The issue presented was complex and

hotly contested, and over the course of nearly a year and a half, it all adds up. In

addition, we should keep in mind that the Company was forced to pursue this

course of action in large part due to the unconstitutional decision of the

Commission.

13

14

15

16

17

18

19

20

21

Q. DID THE COMPANY TAKE STEPS TO KEEP ITS RATE CASE

EXPENSE DOWN?

22

23

24

Yes, but first, I think we have to be careful not to blame CCWC and its "litigation

team". This whole proceeding began because the Company believed that the

Commission had inappropriately calculated its fair value rate of return in Decision

No. 68176. Once the Commission rejected the Company's request for rehearing,

the Company turned to the Court of Appeals, which ultimately upheld the

Company's position that Decision No. 68176 was contrary to the Arizona

Constitution.

25

26

Once the court's mandate was issued in May 2007, the Company's early

attempts to reach a settlement were unsuccessiiul. Once Staff and RUCO brought

FENNEMORE CRAIG
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4

in their outside experts, CCWC did the reasonable thing which was to put on the

best possible case in order to assert its position and protect its rights. I see nothing

unreasonable in that decision.

As for cost cutting, legal counsel and I received significant support from

the Company's District Manager, Robert Hanford, and from the parent's general

office in California, throughout the proceedings. All of the notices and mailings,

which were substantial, were handled by the Company in-house. This means

CCWC absorbed those costs outside of "rate case expense". The Company also

obtained courtesy discounts from legal counsel in excess of $40,000 for the

Remand. In other words, we all did what we could to reduce costs, but it still

added up to a lot of money.

Q, YET, DESPITE INCURRING MORE THAN HALF A MILLION

DOLLARS, THE COMPANY ONLY SEEKS TO RECOVER $258,511 FOR

RATE CASE EXPENSE FOR THE APPEAL AND REMAND?

That is correct.

Q. How DID THE COMPANY ARRIVE AT THAT AMOUNT?

First, we took one-half the Appeal fees and costs ($9l,307/2=$45,653), since the

Company lost one of the two issues on Appeal. Bourassa Supplemental

Testimony Exhibit 1. To that, we added $8,176 for CCWC's costs in the

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

Remand as those costs were incurred primarily to meet Commission filing and

other requirements. The

Company's expert witness costs were incurred primarily in response to the

positions taken by Staffs and RUCK's expert witnesses, so we believe recovering

eighty percent (80%) of those costs is appropriate ($l05,853 X 80%=$84,682.40).

Id. No cost for CCWC's witness Ernie Gisler was included. Finally, we believe

that $120,000 for legal expenses for the Remand proceeding (roughly 40% of the

Bourassa Supplemental Testimony Exhibit 2.

FENNEMORE CRAIG
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q
i
I
I

amount actually incurred), is reasonable. The total of all this is $258,5l l. This

leaves the Company absorbing more than a quarter million dollars of rate case

expense for the Appeal and Remand.

I

Q. HAS THE COMPANY'S REQUEST CHANGED FROM THE AMOUNT

SOUGHT IN THE REMAND?

A
A . Yes, in the Remand, the Company never modified its initial request to recover

$100,000.

Q. WHY IS THE COMPANYNOW CHANGING ITS REQUEST?

The Company made its initial request of $100,000 ($50,000 for the Appeal and

$50,000 for the Remand) before any proceedings had taken place. As the Remand

progressed, the Company provided Staff and RUCO with documentation that

easily showed rate case expense well in excess of the amount being requested.

When neither Staff nor RUCO challenged the amount or reasonableness of the

Company's request, there was no reason to revisit the total expense in detail.

Then, when the Commission directed CCWC towards this rate case, and a full-

blown analysis became necessary, the Company developed its requested level of

rate case expense as explained above. I would note though, nothing has been

included for the cost of having to seek recovery of this expense a second time.

Q- DO YOU BELIEVE THAT THE COMMISSION CAN REWARD RATE

CASE EXPENSE FOR THE APPEAL AND REMAND?

1
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Yes, as I testified in the Remand in my refiled testimony. See Remand Rebuttal

Testimony of Thomas J. Bourassa at 9-13.

Remand Decision rejected all of Staffs arguments as to why no rate case expense

can or should be awarded by concluding that some expenses might appropriately

be recovered, just not until this rate case. Remand Decision at 39. This means to

me that the Company's burden is to show that its request is verifiable and

In fact, it appears to me that the

FENNEMORE CRAIG
PROFESSIONAL CORPURATIOI

PHOENIX

A.

A.
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4

8

3
l

1 reasonable, items which were not challenged by Staff or RUCO in the Remand

Proceeding. I believe I have shown the Company's request level of rate case

expense to be more than reasonable under the circumstances. 81

2

3

4

5

Q. WHAT DOES THE COMPANY PROPOSE TO DO TO ALLOW STAFF

AND RUCO TO VERIFY THE COMPANY'S RATE CASE EXPENSES?

8
E3g

A. i

3
1

l
i

1

First, the two exhibits attached to this testimony provide an itemized summary of

all costs for the Appeal and Remand. Second, in addition to the back-up

documentation already provided in the Remand, copies of invoices issued by any

of the consultants/experts will be provided again upon request. Third, the

Company has already worked out an arrangement with Staff and RUC() to review

detailed statements of legal fees and costs subj et to a confidentiality arrangement.

I am confident the Company's request can and will be verified.

l

Iv.

Q-

PROPOSED RECOVERY MECHANISM.

HOW DO YOU PROPOSE THAT THE COMPANY RECOVER THE

REQUESTED REMAND RATE CASE EXPENSE?

I
I

1
1

i
T
3
I
!I

The Company proposes to collect the $258,511 via a commodity surcharge. The

surcharge would be computed using the gallons sold (in 1,000 gallons) during the

most recent full twelve months.

3
i

Q. WHAT WERE THE GALLONS SOLD FOR THE 12 MONTHS ENDED

DECEMBER 31, 2006?

2,084,339 thousand gallons.

Q. WHAT WOULD BE THE COMMODITY RATE BE BASED ON THIS

NUMBER OF GALLGNS?

6

7

8

9

1 0

1 1

12

13

1 4

15

1 6

17

1 8

19

2 0

2 1

2 2

23

2 4

25

2 6

$0.124 per 1,000 gallons ($258,511 divided by 2,084,339 rounded).
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4

4

1 Q. WHAT WOULD BE THE IMPACT ON THE AVERAGE INCH

MONTHLY BILL?

Based on the Company's recent rate application using a Test Year ending
I
l

December 31, 2006, the average usage for a % inch meter was 8,450 gallons.

Thus, a % inch metered customer using an average 8,450 gallons would see an

increase in the monthly bill of $1.05 (rounded), or a 3.24% increase, over the

average bill of $32.38.

I
i

!
I

1
1
I

!

Q- WHAT TIMEFRAME WOULD THE SURCHARGE BE IN EFFECT?

Until the $258,511 is collected. Presumably, if the same number of gallons was

sold during the period of collection of the surcharge as was used in the

computation of the surcharge, it would take 12 months. But, it could take more or

less than 12 months depending on water sales.

Q. WOULD THE COMPANY SUBMIT ITS COMPUTATION FOR THE

COMMODITY RATE TO STAFF AS A COMPLIANCE ITEM AND

BEFORE IT BEGINS IMPLEMENTING THE SURCHARGE?

Yes.

Q. WOULD THE COMPANY STOP CHARGING THE SURCHARGE WHEN

IT HAS COLLECTED THE ENTIRE $258,511?

Yes. A final report showing the collections would also be submitted to the

Commission at that time as a compliance item.

Q. DOES THIS SURCHARGE HAVE ANY IMPACT ON THE COMPANY'S

REQUEST FOR RATE CASE EXPENSE IN THIS CASE?

The recovery of the Appeal/Remand rate case expense would be independent of

the rate case expense for the pending general rate case.

Q. DOES THIS CONCLUDE YOUR TESTIMONY?

2

3

4

5

6
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8

9

10
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25

26 Yes.
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October 2005 $ 3,208.00 $ 174.56

November 2005 1,162.50 78.30

December 2005 14,478.00 57.20

January 2006 21,403.00 111.16

February 2006 16,551.00 597.52

March 2006 240.00 178.67

ApHI2006 1,747.50 99.96

May 2006 20,507.00 626.00

February 2007 10,065.00 21.65

Totals $ 89,362.00 $ 1,945.02

CHAPARRAL CITY WATER COMPANY

Fennemore Craig
Summary of Invoice Fees and Costs

Before the Arizona Court of Appeals, No. 1 CA-CC 05-0002

Grand Total: $ 91,307.02

Attorneys' fees and costs have been adjusted to remove fees and costs related
to post-decision compliance matters and other matters unrelated to Chaparral
City's appeal
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Bourassa Supplemental Testimony
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Billing Month I
Bourassa Zepp Walker Fennemore Craig

Attorneys Fees
(Adjusted)2

Fennemore Craig
3

Costs

2007

March S 0.00 $ 0.00 S 0.00 $ 1,057.50 $ 0.00

April 928.20 0.00 0.00 2,868.50 18.00

May 2,377.20 0.00 0.00 7,553.50 43.10

June 2,370.90 337.50 0.00 1 J,4uu.uu qnq 'so474.40

July 0.00 0.00 0.00 4,444.00 127.10

August 0.00 1,237.50 0.00 3,723.50 8.85

September 1,921.50 11,250.00 2,780.00 21,862.50 48.08

October 10,775.10 5,737.50 4,900.00 51,954.50 726.27

November 833.70 6,088.80 8,485.00 12,248.50 729.78

December 609.00 4,974. 14 0.00 17,935.50 239.91

2007 total $ 19,815.60 $ 29,625.44 $ 16,165.00 $ 139,048.00 $ 2,233.37

2008

January $ 11,329,50 S 133793.29 $ 8,995.90 $ 47,697.50 $ 1,024.37

February 270.90 460.00 2,137.50 39,430.00 4,068.77

March 516.60 690.00 0.00 56,319.00 491.81

April 0.00 0.00 0.00 80,00 0.00

May 0.00 0.00 0.00 2,245.00 3.12

June 0.00 0.00 0.00 0.00 48.40

July 2,053.80 0.00 0.00 30»415.004 306.32

2008 total s 14,170.80 $ 14,943.29 $ 11,133.40 $ 176,186.50 s 5,942.79

Subtotal (03/07-
07/08)

S 33,986.40 s 44,568.73 $ 27,298.40 $ 315,234.50 $ 8,176.16

no

9

\

4

b
Chaparral City Water Company

ACC Docket No. W-02113A-04-0616
On remand from the Arizona Court of Appeals, No. 1 CA-CC 05-0002

3
3
E
91

RATE CASE ITEMIZATION

I
i
f

!
3

i
8
g

5
i
i

Ii
I

i
I
I

E
i

!
I
I

E
i

I

E
!
i
!
I
>
r
i

Grand Total: $ 429,264.19

1 Several invoices issued by Mr. Bourassa combined fees for both the Remand Proceeding and CCWC's 2006 Rate
Case. These invoice amounts have been adjusted to remove fees for the 2006 Rate Case.
2 Amounts have been adjusted to exclude write-offs and other discounts.
3 CCWC paid all costs related to publication and mailing of the Notice of Hearing. These costs are above the dollar
amount being requested

July 2008 attorneys fees do not include fees for any legal services performed in connection with CCWC's
Application for Rehearing

July 2008 costs do not include any costs in connection with CCWC's Application for Rehearing

i

4
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2

3

4

FENNEMORE CRAIG, P.C.
Norman D. James (No. 006901)
Jay L. Shapiro (No. 014650)
3003 N. Central Avenue
Suite 2600
Phoenix, Arizona 85012
Attorneys for Chaparral City
Water Company, Inc.

BEFORE THE ARIZONA CORPORATION COMMISSION

5

6

7

8

9

10

DOCKET NO. W-021 13A-07-0551

11

IN THE MATTER OF THE APPLICATION
OF CHAPARRAL CITY WATER
COMPANY, INC., AN ARIZONA
CORPORATION, FQR A
DETERMINATION OF THE CURRENT
FAIR VALUE QF ITS UTILITY PLANT
AND PROPERTY AND FOR INCREASES
IN ITS RATES AND CHARGES FOR
UTILITY SERVICE BASED THEREON.12

i
13

14

15

16

17

18 REBUTTAL TESTIMONY OF

THOMAS J. BOURASSA19

20 (RATE BASE, INCOME STATEMENT,

21
REVENUE REQUIREMENT, RATE DESIGN)

22

23

24

25

26
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1.

Q.

INTRODUCTION, PURPOSE AND SUMMARY.

PLEASE STATE YOUR NAME AND ADDRESS?

My name is Thomas J. Bourassa and my business address is 139 W. Wood Drive,

Phoenix, AZ 85029.

Q- HAVE YOU PREVIOUSLY SUBMITTED DIRECT TESTIMONY IN THE

INSTANT CASE?

Yes, my direct testimony was submitted in support of the initial application filed

on September 26, 2007. There were two volumes, one addressing rate base,

income statement and rate design, and the other addressing cost of capital.

Q. WHAT IS THE PURPOSE OF THIS REBUTTAL TESTIMONY?

I will provide rebuttal testimony in response to the direct filings by Arizona

Corporation Commission Utilities Division Staff ("Staff") and by the Residential

Utilities Consumer Office ("RUCO"). More specifically, this first volume of my

rebuttal testimony relates to rate base, income statement and rate design for

Chaparral City Water Company ("Company" or "CCWC"). In a second, separate

volume of my testimony, i also present an update to the Company's requested cost

of capital as well as provide responses to Staff and RUCO on the cost of capital

and rate of return applied to the fair value rate base, and the determination of

operating income.

Q. WHAT IS THE REVENUE INCREASE THAT THE COMPANY IS

PROPOSING IN ITS REBUTTAL FILING?

1
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The Company is requesting an increase in revenues of $2,990,549, an increase of

39.85% over test year revenues for a total revenue requirement of $10,495,967.

4

\

A.

A.

A.

A.



I

Q- HOW DOES THIS COMPARE WITH THE CO1VIPANY'S DIRECT

FILING?

In the direct filing, the Company requested an increase in revenues of $3,063,4()0,

an increase of41.14% for a total revenue requirement of $10,509,828

Q- SO THE REVENUE REQUIREMENT IN THE REBUTTAL FILING IS

LOWER THAN IN THE DIRECT FILING?

Yes. The Company has adopted a number of adjustments recommended by Staff

and/or RUCO, as well as proposed a number of adjustments of its own. However,

the Company's proposed rebuttal rate of return is higher, primarily due to my

updated cost of capital analysis. Still, by selecting a rebuttal cost of equity lower

than my updated analysis supports, which I have done in an effort to reduce

dispute, coupled with the rebuttal adjustments, our rebuttal revenue requirement is

lower than in the direct filing.

Specifically, the Company's rebuttal filing reflects a decrease in proposed

operating expenses of $84,663 to a total of $6,564,766 Similarly, due to various

adjustments, CCWC's rebuttal Original Cost Rate Base ("OCRB"), Reproduction

Cost Rate Base ("RCRB"), and Fair Value Rate Base ("FVRB") have decreased.

The OCRB decreased by $74,450 from the direct filing to $22,663,316. The

RCRB decreased by $1,863,863 to 332,871,183 and FVRB decreased by $969,157

to $27,767,249.

11.

Q-

REVENUE REQUIREMENT.

PLEASE COMPARE THE REVENUE REQUIREMENTS AND RATE

INCREASES FOR THE COMPANY, STAFF, AND RUCO.

1
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A.

A.

A. The proposed revenue requirements and proposed rate increases are as follows :

Revenue Requirement

$10,509,828Company-Direct

Revenue Inch.

$3,063,400

% Increase

41.14%



Staff $ 9,181,965

RUC() $ 8,571,434

Company Rebuttal 3310,495,967

$1,735,265

$1,062,786

$2,299,057

23.30%

14.15%

39.85%

Q. HOW WAS THE INCREASE IN THE

DETERMINED?

REVENUE REQUIREMENT

The Company's calculation of the revenue requirement is shown on rebuttal

schedule A-1. The increase in the revenue requirement starts with the FVRB. The

Company's proposed rate of return is applied to the FVRB to determine the

required operating income. The difference between the required operating income

and the adjusted test year operating income is the operating income deficiency.

The operating income deficiency is then multiplied by the revenue conversion

factor to account for income taxes. The result is the increase in the revenue

requirement. The revenue requirement is equal to the adjusted test year revenue

plus the increase in the revenue requirement.

Q- WHAT IS THE COMPANY'S PROPOSED RATE OF RETURN?

10.00%. This is based on the weighted average cost of capital. I discuss the

Company's proposed rate of return and my cost of capital analysis in the second

volume of my rebuttal testimony.

III.

Q.

RATE BASE.

WOULD YOU PLEASE IDENTIFY THE PARTIES' RESPECTIVE RATE

BASE REco1v11v1EnDATibns?

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

The rate bases proposed by all parties in the case are as follows:

OCRB RCRB

$22,737,766 $34,735,046

$21,644,877 $32,455,95 l

$21,328,051 $33,674,604

Company-Direct

Staff

RUCO

FVRB

$28,736,406

$27,050,414

$27,501,327
\

A.

A.

A.



Company Rebuttal $22,663,316 $32,871,183 $27,767,249

3 Q.

Original Cost Rate Base

PLEASE DISCUSS THE COMPANY'S PROPOSED ORIGINAL COST

RATE BASE. AND IDENTIFY ANY ADJUSTMENTS YOU HAVE

ACCEPTED FROM STAFF AND/OR RUCO?

6 A The Company's rebuttal rate base adjustments to OCRB are shown on rebuttal

schedules B-2, pages 2 through 6. Rebuttal schedule B-2, page l, shows the

rebuttal OCRB. Schedule B-2, page 2, summarizes the adjustments made to the

Rebuttal OCRB adjustment number l, as shown on B-2, page 3, adjusts

plant-in-service and reflects adoption of several recommendations by both Staff

and RUCO. There are 5 proposed adjustments to plant-in-service that are reflected

in columns labeled as "B", "C", and The first adjustment

(column A) on B-2, page 3, corrects the plant-in-service balance to match the B-2

plant detail schedule included in the Company's direct filing. Staff recognizes

and the Company agrees, that $32,536 of plant was excluded from the plant-in

service balance shown on the Company's direct B-1 and B-2 schedules. The

$32,536 was included in the Company's plant detail schedule B-2, pages pa to ac

but failed to get canted forward to the summary schedules B-l and B-2, page l

See Direct Testimony of Marvin E. Millsap ("Millsap Dt.") at 4-5. This error was

disclosed during discovery. The $32,536 was properly included in the Company's

direct RCRB plant-in-service amount

cc 77

7

¢SD777

Q. WHAT CONSTITUTES THE $32,536 ERROR TO OCRB PLANT-IN

SERVICE?

23

24

25 A The Company had failed to record capitalized expenses from the prior rate case

See Decision No. 68176 (September 30, 2005) at 8. When I prepared the plant



additions and retirements schedule (Company Direct Schedule B-2, page 3a-3 c), I

started with the plant  balance approved in the last  rate case. As the Direct

Schedule B-2, page ac shows, the computed plant balance at the end of the test

year (December 31, 2006) was $51,053,253 The B-2, page l ("Actual End of test

Year"), reflects the Company's recorded amount of $51,020,714, a difference of

$32,539. The $3 difference between the $32,536 and the $32,539 is due to

rounding to whole dollar amounts on the Company's Direct Schedule B-2, page pa

to ac. Putting this aside, there was no proposed direct filing adjustment to correct

the discrepancy.

Q- DOES RUCO'S PROPOSED OCRB PLANT-IN-SERVICE RECOGNIZE

THIS ERROR?

No, instead RUCO removes the $32,536 from RCRB plant-in-service claiming the

amount was double counted. See Direct Testimony of Timothy J. Coley ("Coley

Dt.") at 7 and 26. I do not agree with RUCO's adjustment and cannot find support

for it.

Q- THANK you. PLEASE CONTINUE.
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A.

A.

The second adjustment, included as part of rebuttal OCRB adjustment number 1

(column B), increases land and land rights by $l,280,000. This is the result  of

CCWC accepting Staff" s recommended reclassification of these costs to deferred

regulatory assets. Millsap Dt. at  15-18. In the Company's direct  filing,  the

Company had proposed that  the cost  to acquire an addit ional 1,931 acre-feet

("a.f.") of Central Arizona Project ("CAP") water allocation be included in rate

base as a deferred regulatory asset  and amort ized over 20 years. See Direct

Testimony of Thomas J. Bourassa ("Bourassa Dt.") at ll.



1 Q. DOES STAFF PROPOSE THAT THE CAP COSTS BE SUBJECT TO

AMORTIZATION?

3 No. As a land and land right, the cost would not be subject to amortization

Millsap Dt. 16. However, both CCWC and Staff are in agreement that the

acquisition cost should be included in rate base. I will discuss operating expense

adjustments related to the additional CAP allocation later in my testimony

7 Q- WHAT IS RUCO'S POSITION ON THE ADDITIONAL CAP

ALLOCATION COSTS?

9

10

19

A.

A. RUC() excludes the entire $1,280,000 from rate base asserting that none of the

additional CAP allocation is used and useful. Coley Dr. at 20-22. In his rebuttal

testimony, Mr. Hanford explains why RUCO's position, that this additional

allocation is not used and useful, is short-sighted and inconsistent with the realities

of operating a water utility in Arizona. Rebuttal Testimony of Robert N. Hanford

("Hanford Rb.") at 5-7

From a ratemaking standpoint, I agree. As Mr. Hanford explains, the

acquisition was a one-time opportunity to acquire a fixed allocation. The

additional allotment will allow the Company to further the goal of limiting use of

ground water, and, if there is ever a curtailment of CAP water, the additional

allocation will provide the Company with greater CAP water availability. For

example, the Company's previous allocation was 6,978 a.f. With the additional

1,931 a.f., the Company's total allocation is 8,909 a.f. If CAP implements a 30%

curtailment because of drought, the Company's CAP water availability at 6,978

a.f. would drop to 4,885 a.£, whereas at 8,909 a.f. the water availability would

drop to 6,236 a.f. Any shortfall in the water supply needed to serve customers

would have to be made up by pumping groundwater and/or through

implementation of extreme conservation measures. Based on the example above



and the amount of CAP allocation utilized during the test year (all 6,978 a.f.),

approximately 2,093 a.f. would need to be produced by pumping ground water

(6,978 a.f. minus 4,885 a.f.) whereas with the additional allocation, approximately

only 742 a.f. would need to be produced by pumping ground water.

The bottom line is that ratepayers benefit by the Company proactively

securing an additional long-term water supply to meet the needs of its customers.

This makes it used and useful and appropriately afforded rate base treatment in this

case.

Q. PLEASE CONTINUE WITH YOUR DISCUSSION OF THE COMPANY'S

PROPOSED OCRB RATE BASE ADJUSTMENTS.

The third adjustment, included as part of rebuttal OCRB adjustment number 1

(column C), adopts Staffs proposal to capitalize certain operating expenses

(outside services) totaling $37,674 and RUCO's proposal to capitalize certain

operating expenses (repairs and maintenance) totaling $43,217. Millsap Dt. at 24 ,

Scott Dr. at 9, and Coley Dt. at 15-16.

The fourth adjustment, included as part of rebuttal OCRB adjustment

number l (column D), adopts both Staff" s and RUCO's proposal to retire wells 8

and 9 and water treatment facilities that are no longer in service. Millsap Dt. at 25-

26, Scott Dt. at 7, and Coley Dt. at 4-5.

Q- IS THERE AGREEMENT BETWEEN THE PARTIES ON THE COSTS TO

BE REMOVED FROM PLANT-IN-SERVICE?
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A.

A. No. There is slight disagreement between CCWC and RUCO on the cost of wells

8 and 9 ..-. totaling $3,944. The Company proposes a total cost of $l07,412, which

reconciles to Staffs cost, whereas RUCO proposes costs of $103,468. See Staff

Schedule MEM-8 and RUCO Schedule TJC-7. All of the parties are essentially in



agreement of the cost of the retired water treatment facilities, a total of $2,010,922

using Staff' s rounded number.

Q- THANK you. PLEASE CONTINUE WITH YOUR DISCUSSION OF

REBUTTAL ADJUSTMENTS TO OCRB.

The fifth adjustment included as part of rebuttal OCRB adjustment number 1

(column E), adopts Staff" s proposal to reclassify certain costs from one plant

category to another. Scott Dt. 8-9. The net impact on plant-in-service is zero.

Rebuttal OCRB adjustment number 2, as shown on B-2, page 4, adjusts

accumulated depreciation reflecting changes to accumulated depreciation from the

plant-in-service adjustments adopted in rebuttal OCRB adjustment number l.

There are 3 proposed adjustments to accumulated depreciation that are reflected in

the columns labeled as "A", "B", and "C".

The first adjustment, included as part of rebuttal OCRB adjustment

number 2 (column A), increases accumulated depreciation for the capitalized

expenses proposed in rebuttal OCRB adjustment l (column B). Additional

accumulated depreciation is computed using the half-year convention. Staff makes

a similar adjustment for its proposed capitalized expenses while RUCO does not

appear to make this adjustment.

The second adjustment, included as part of rebuttal OCRB adjustment

number 2 (column B), removes the costs of the retired wells 8 and 9 and the water

treatment facilities from accumulated depreciation. This adjustment corresponds

to the plant-in-service adjustment in rebuttal OCRB adjustment l (column C). All

the parties make similar adjustments for the retirements although, as I previously

1

2

3

4
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2 0

2 1

2 2

2 3

2 4
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2 6

testified, RUCO has a lower cost for the retired wells.

The third adjustment, included as part of rebuttal OCRB adjustment

number 2 (column C), adjusts accumulated depreciation for the reclassified plant

A.

\



1 costs reflected in rebuttal OCRB adjustment number i (column E). Computed

accumulated depreciation (based on the year in service and the depreciation rate

for the old plant account) is removed from the old plant account and computed

accumulated depreciation (based on the year in service and the depreciation rate

for the new plant account) is added to the new plant account. The half-year

convention is used in the computations.

Q. ARE THE COMPANY'S PROPOSED ADJUSTMENTS

ACCUMULATED DEPRECIATION THE SAME AS STAFF'S?

TO

No. Staff" s adjustments net to zero, whereas the Company's adjustments net to

$2,875. One obvious difference in the accumulated depreciation adjustment is that

Staff adjusts accumulated depreciation downward by $6,487 for the $34,062 for

account 303 -- Land and Land Rights reclassified to account 320 - Water

Treatment Equipment. See Staff Schedule MEM-ll, line 53. However, no

accumulated depreciation was included for this cost in the Company's direct filing.

Another obvious difference is Staffs computed depreciation of $2,908 for the

reclassified $34,062. My computed accumulated depreciation is lower at $2,482.

Q- HOW DID YOU COMPUTE THE $2,482?
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A.

A. The $34,062 of cost was added in 2004. The depreciation rate for the 320 -- Water

Treatment and Equipment account from December 2003 through the end of

September 2005 was 2.5% (the date of Decision 68176 was September 30, 2005).

From October 2005 through the December 2006 the authorized depreciation rate

was 3.33% (based on Decision 68176). Using the half-year convention,

depreciation for the $34,062 of cost would be as follows:

2004 $34,062 times 2.5% times 0.5 or $426 (rounded)

2005 $34,062 times 2.5% times 9/12 or $639 (rounded)

2005 $34,062 times 3.33% times 3/12 or $284 (rounded)



2006 $34,062 times 3.33% times 1 or $1,134 (rounded)

These amounts total $2,483 - a $1 difference from the $2,482 due to rounding.

Q. YOU USE A SIMILAR COMPUTATION METHOD FOR ALL

OTHER COMPUTED DEPRECIATION AMOUNTS REFLECTED IN THE

COMPANY'S SCHEDULES?

DID

Yes. I believe that the Company's proposed accumulated depreciation adjustments

follow the correct methodology and results in amounts that should be adopted,

should the plant-in-service reclassification proposal be adopted.

Q- OKAY. PLEASE CONTINUE.

Rebuttal OCRB adjustment number 3, as shown on Rebuttal Schedule B-2, page 5,

reflects the adoption of Staffs proposed adjustments to the general office ("GO")

plant. Millsap Dt. at 20. There is only one adjustment included as part of rebuttal

OCRB adjustment number 3 reflected in the column labeled as "A". This

adjustment removes $420,000 for a CPUC management audit from account 302 -

Other Intangible Plant, removes $820,254 for of a water management plant

unrelated to CCWC from account 339 - Other Plant and Misc. Equipment, and

removes $274,001 for "luxury vehicles" from account 341 -- Transportation

Equipment.

The Company's proposed allocation factor for the GO plant is 28%. This

is the recommendation made by RUCO. Coley Dt. at 17.

Q WHAT ALLOCATION RATE DOES STAFF PROPOSE?
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A.

A.

A.

Staff" s proposed allocation factor is 4.0%. The 4.0% is based on an updated

4-factor computation prepared by Staff using 2006 information. Millsap Dt. at 19.

Arguably, the 4-factor allocation rate proposed by Staff is more correctly matched

to the test year. However, the Company has chosen to adopt the 2.8% in the



instant case, which results in a lower revenue requirement, in an effort to eliminate

disputed issues between the parties.

Q. PLEASE CONTINUE.

Rebut t a l OCRB adjust ment  number  4 ,  as  sho wn o n B-2 ,  page  6 ,  ad jus t s

accumulated depreciation based on the GO plant-in-service adjustments proposed

in rebuttal OCRB adjustment number 3. There is only one adjustment included as

part  of rebuttal OCRB adjustment number 4 reflected in the column labeled as

"A". Staff proposes a similar adjustment to accumulated depreciation. See Staff

Schedule MEM-8, page 2 of 3. However, Staff understates its adjustment to

accumulated depreciation for transportation equipment.

Q. PLEASE EXPLAIN.

The accumulated depreciation adjustment should equal the cost of the vehicles

removed, or $274,00l, because those vehicles were considered fully depreciated in

t he  Co mpany's  d irec t  filing . Staffs computed accumulated depreciat ion

adjustment  for t ransportat ion equipment  is $43,667 $230,334 less. GO

transportation equipment was fully depreciated according to the Company's direct

filing. Proof of this can be found in the Company's Direct Schedule B-2, pages 3

and 4 where GO transportation equipment total $552,718 and GO accumulated

depreciation for transportation equipment is $552,718, respectively.

Q- PLEASE CONTINUE WITH YOUR DISCUSSION OF THE REBUTTAL

ADJUSTMENTS TO RATE BASE.
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Rebuttal OCRB adjustment  number 4, removes the CAP allocat ion cost  from

deferred regulatory assets. As I previously testified, Staff recommends, and the

Company has adopted, the reclassification of the CAP acquisition costs to plant-in-

service account 303 -- Land and Land rights.

A.

A.

A.
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Rebuttal OCRB adjustment number 6 adopts RUCO's proposed negative

cash working capital of $111,606. Coley Dt. at 22-24. Both RUCO and the

Company are in agreement on the amount of working capital of $95,400> which

includes Prepayments in the amount of $192,485 and Materials and Supplies of

$14,521 and cash working capital of negative $111,606.

Q. DID RUCO PREPARE A LEAD-LAG STUDY?

Yes, the Company has accepted this study in a further effort to eliminate issues in

dispute. ,

Q- WHAT IS STAFF'S RECOMMENDATION FOR WORKING CAPITAL?

Zero. Millsap Dt. at 22-23. Staff not only removes Prepayments of $192,485 and

Material and Supplies of 14,521 from rate base, but also Unamortized Debt

Issuance costs of 8424,010 as part of its working capital adjustment. Id. Mr.

Millsap asserts that working capital should be zero because the Company did not

file a lead-lag study to determine cash working capital. Id. While the Company

provided a computation of cash working capital using the formula method, it

proposed zero cash working capital.

Q- ARE UNAMORTIZED DEBT ISSUANCE COSTS A PART OF WORKING

CAPITAL?

No, they are not, however, the Company included these costs in rate base in the

instant case in order to properly match the rate base with the cost of debt in the rate

of return. Unamortized debt issuance costs, when amortized, increase interest

expense .
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A.

Q.

A.

A.

WILL THE FAILURE TO INCLUDE THE UNAMORTIZED DEBT

ISSUANCE COSTS CREATE A MISMATCH BETWEEN THE RATE

CASE AND THE RATE OF RETURN?



Yes. Failure to recognize the unamortized debt issuance costs in rate base, as Staff

has done, results in a mismatch between the rate of return and the rate base. Staff

admits that the debt issuance costs are a "below the line" expense (when

amortized) and are the same as interest expense and should be paid from the return

on the rate base portion. Millsap Dt. 23. However, Staff did not adjust the cost of

debt in their return. Thus, the mismatch.

Q. DID THE COMPANY SYNCHRONIZE INTEREST EXPENSE WITH THE

FVRB IN ITS DIRECT FILING?

Yes. Bourassa Dt. at 18.

Q. ARE THERE ANY OTHER ADJUSTMENTS PROPOSED BY STAFF

THAT THE COMPANY HAS NOT ACCEPTED?

Yes. The Company does not agree with Staff on the treatment of the proceeds

from a settlement between the Company and the Fountain Hills Sanitary District

("FHSD") involving two wells owned by the Company. The proceeds equaled

$1,520,000. Staff proposes that it's computed unamortized portion of the entire

settlement proceeds, or $l,2l6,00(), be included in rate base as a deduction.

Millsap Dt. at 15. This adjustment penalizes CCWC for taking the risk to pursue a

settlement with FHSD, therefore, the Company continues to propose an equal

sharing of the settlement proceeds with ratepayers, and continues to include only

one-half of the unamortized portion, or $646,000 in rate base as a deduction.
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Q- DO THE COMPANY AND STAFF AGREE ON THE AMORTIZATION

PERIOD OF 10 YEARS?

Yes. However, I computed amortization for 2005 and 2006 using a half-year

convention, whereas Staff computed amortization for 2005 and 2006 using a full-

year convention. Staffs unamortized balance would have been 1,292,000 rather

than $1,218,000 had they used half-year convention for computing amortization.

A.

A.

A.

A.
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Q. DIDN'T CCWC ASSERT THAT IT PROPOSED THIS TREATMENT

CONSISTENT WITH PAST COMMISSION DECISIONS?

Yes, in the Arizona Water Company-Eastern Group rate case, the Commission

rejected the utility's proposal to retain all the settlement proceeds for its own

benefit, and Staffs proposal to treat the settlement proceeds in a manner that

inured to the sole benefit of the ratepayers. Decision No. 66849 (March 19, 2004).

In adopting RUCO's proposal that the settlement proceeds be shared equally

between ratepayers and the utility, the Commission found that an equal sharing of

the settlement proceeds "provides a reasonable balance between the rights of

shareholders and ratepayers and will provide the Company with a sufficient

incentive to pursue future settlement or litigation of claims that the Company and

its customers may be entitled to receive." Id. at 35.

Q. DOES STAFF DISAGREE THAT DECISION NO. 66849 SUPPORTS

CCWC'S PROPOSED TREATMENT OF THE FHSD SETTLEMENT

PROCEEDS?
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Yes. For one thing, Staff appears to be of the view that no prior Commission

decision has value as precedent. See Staff Response to Company data request

1.45, attached hereto as I will leave it to the

lawyers to argue over whether the Commission can issue inconsistent decisions,

but I would note that in reaching its conclusion in the Arizona Water rate case the

Commission expressly relied upon a prior case for TEP as support for its position.

Decision No. 66849 at 35. Beyond that, Staffs sole claim is that the Arizona

Water case is not precedent because in that case the utility received replacement

water and a settlement payment. Millsap Dt.at 15. Staff does not explain, nor do I

see how this makes a difference. For starters, as Mr. Hanford explains in his

rebuttal testimony, the Company was not even using the water from Well No. 8 to

Bourassa Rebuttal Exhibit 1.

A.

A.
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provide potable water service to ratepayers. Second, the Commission rejected

Staff" s recommendation to deprive shareholders of any benefit from the settlement

proceeds in that case to strike a fair balance and create an incentive to act in the

interests of ratepayers as well as shareholders. The Commission should do the

same thing in this case.

Q.

B. Reconstruction Cost Rate Base.

WOULD YOU PLEASE DISCUSS THE COMPANY'S REBUTTAL

ADJUSTMENTS TO THE RCRB?

Improvements .

matches RUCO's proposed adjustment. Id.

The Company's rebuttal rate base adjustments to RCRB are shown on Rebuttal

Schedules B-3, pages 2 through 6. Rebuttal Schedule B-3, page l, shows the

rebuttal RCRB. The rebuttal B-3 adjustments reflect the rebuttal B-2 adjustments

at the reconstruction cost level with one exception. The adjustment in column B of

rebuttal RCRB adjustment number l adopts RUCO's proposed RCN value

correction. Coley Dt. at 25-26. The correction is the result of my using an

incorrect Handy-Whitman index for year 2004 and account 304 .-- Structures and

The Company's proposed downward adjustment of $17,805

Q- DOES THE COMPANY CONTINUE TO PROPOSE A 50/50 WEIGHTING

OF OCRB AND RCRB AS ITS FVRB?

Yes. Rebuttal schedule B-1 shows the OCRB, RCRB, and the FVRB.
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Iv.

Q-

INCOME STATEMENT.

WOULD YOU PLEASE DISCUSS THE COMPANY'S PROPOSED

ADJUSTMENTS TO REVENUES AND EXPENSES AND IDENTIFY ANY

ADJUSTMENTS YOU HAVE ACCEPTED FROM STAFF AND/OR

RUCO?

/

A.

A.
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The Company rebuttal adjustments are detailed on Rebuttal Schedule C-2, pages

1-13. The rebuttal income statement with adjustments is shown on rebuttal

schedule C-1.

In rebuttal adjustment number one, the depreciation expense is annualized,

reflecting the plant-in-service adjustments discussed above. Depreciation expense

has decreased from the Company's direct filing due to the plant-in-service

adjustments I discussed above.

Q- DO ALL PARTIES RECOMMEND THE SAME DEPRECIATION RATES?
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Q-

Yes.

STAFF'S

COMPANY'S'?

Yes, it is lower. Putting aside the capitalized expenses recommended by RUCO

and adopted by the Company, reclassifications of plant that are not in Staffs plant-

in-service balance, the primary difference in depreciation between Staff and the

Company is due to the differences in our respective depreciable plant-in-service

balances. For example, both the Company and Staff agree to the original cost

plant balance for account 331 - Distribution Reservoirs and Standpipe of

$18,953,054 Compare Staff Schedule MEM-16, line 15, with the Company's

rebuttal schedule C-2, page 1, line 18. Depreciation for this account, based on the

$18,953,053 and a depreciation rate of 20%, should be $379,061 ($18,953,053

times 2%). However, Staff uses the figure $177389,634 to compute depreciation

rather than the $18,953,053 Staffs depreciation is $349,013 ($17,389,634 times

2%). Since the Company depreciates its plant by plant group or account, the

proper ratemaking approach is to depreciate the plant by group (account). Staff

does not explain why it utilized a lower base figure for computing depreciation.

IS DEPRECIATION EXPENSE DIFFERENT THAN THE

A.

A.

A.
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Another example of a difference in the base figure used to compute

depreciation is for the account 347 - Miscellaneous Equipment. Both the

Company and Staff agree to the original cost plant balance for this account of $0

Yet, Staff uses the figure $106,542. Compare Staff Schedule MEM-16, line 28

with the Company's Rebuttal Schedule C-2, page line 31, column labeled

Rebuttal Original Cost". Staff recommended the $106,542 be reclassified from

the account 347 -- Miscellaneous Equipment to account 339 - Other Plant and

Miscellaneous Equipment (See Staff Schedule MEM-8, page 3 of 3, lines 159 and

160), which the Company adopted in its rebuttal OCRB adjustment number l

Again, Staff does not explain why it utilized the $106,542 in computing

depreciation expense

1,

12 Q IS RUCO'S PROPOSED DEPRECIATION EXPENSE DIFFERENT THAN

THE COMPANY'S?

Yes, it is higher. This reason for this is that RUCO's depreciation computations do

not include the plant-in-service adjustments, in particular the plant

reclassifications, proposed by Staff and adopted by the Company

Q. PLEASE CONTINUE WITH YOUR DISCUSSION OF THE INCOME

STATEMENT ADJUSTMENTS

14

15

16

17

18

19 A The Company accepts Staffs method of computing property taxes. This is the

same method that the Commission has consistently used in past cases. Bourassa

Dt. at 14. This method includes two years of adjusted revenues plus one year of

proposed revenues. Using this methodology, I computed the property taxes based

on the Company's proposed revenues, and then used the property tax rate that was

used in the direct tiling. Rebuttal adjustment number 2 reflects the adjustment

using the Company's rebuttal proposed revenues

26 Q-

A.

HAVE YOU PROPOSED A CHANGE TO THE ASSESSMENT RATIO?



Yes. The Company is recommending an assessment ratio of 22% instead of the

23% ratio utilized in the Company's direct filing. The 23% ratio, also used by

Staff, is the assessment ratio that will be used for computing 2008 property taxes.

The 22% will be used for the 2009 property tax year, and since this is now a

known and measurable change, I have made the additional adjustment.

Q. WHAT ABOUT RUCO'S POSITION ON PROPERTY TAX EXPENSE?

RUC() has finally modified its past method of computing property taxes, which

exclusively used historical year revenues to compute property taxes and was

repeatedly rejected by the Commission. RUCO now proposes to use two historical

years (2004 and 2005) and one year of RUCO's proposed revenues. Coley Dr. at

38-39, RUCO Schedule TJC-33. Mr. Coley also provides testimony as to an

alternative method that utilizes the last known and measurable year (2008) of

property tax expense with an additional adjustment to account for RUCO's

proposed level of revenues. Coley Dt. at 40. But RUCO does not explain how the

additional adjustment would be computed.
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Q. IS RUCO NOW FOLLOWING

ESTABLISHED METHODOLOGY?

THE COMMISSION'S WELL-

No, because RUCO utilizes 2004 and 2005 revenues and ignores 2006 revenues.

The rates in this case will go into effect sometime in 2009 and 2006 revenues have

already been included in the property tax valuation for 2007 reflected in the

property tax bill the Company already received in September 2007. And, the 2007

revenues and 2006 revenues have already been included in the 2008 property tax

valuation reflected in the property tax bill the Company received in September

2008. In other words, RUCO's property tax expense level continues to ensure that

the full impact of revenue increases on property tax expense will not be

recognized. So, it is two-steps forward, but one step back for RUCO, so to speak.

A.

A.

A.
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Q- WHAT ABOUT RUCO'S CLAIM THAT THE COMPANY HAS "OVER

RECOVERED" PROPERTY TAXES SINCE THE LAST RATE CASE?
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This claim is flawed for a number of reasons. First, RUCO's claim seems

inconsistent with its position that you cannot look at single expenses in isolation

because some expenses go up after a rate case and some go down. See RUCO's

response to Company data request 1.48, attached hereto as Bourassa Rebuttal

Exhibit 2. Since CCWC did not earn its authorized return in the first full year the

new rates were in effect, the same year as the test year in this case, we know that

the net impact of expense increases outpaced any decreases. Therefore, the

Company did not over recover in any sense.

Second, RUCO's claim that the Company over recovered property taxes by

more than $300,000 is misleading. Coley Dt. at 38. For one thing, the new rates

did not go into effect until October 2005, making RUCO's use of data going back

to 2004 totally inappropriate. Additionally, the actual level of property tax

expense incurred has changed since the last rate case for reasons that have nothing

to do with the methodology used by this Commission in the past. Instead, in 2005,

a bill was introduced into the Arizona Legislature to reduce the assessment ratio on

Class One property from 25% to 20% over 10 years (of %% per year for 10 years)

starting in 2006 (HB 2779). Revisions to the property tax assessment ratio

reduction time frame were made in the final bill passed by the Arizona Legislature.

Now codified in A.R.S. §42-15001, the assessment ratio for Class One property

will decline from 25% to 20% starting in 2006 and going through 2011 tax year.

After property tax year 201 l, the property tax rate will remain at 20%. The

changes to the assessment ratio were not contemplated in the property tax

computation in the last rate case. An assessment ratio of 25% was utilized. This

was the known and measurable assessment ratio at the time rates were set. The

A.
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assessment ratio in the instant case is 22% based on the ratio that will be in effect

for the 2009 property tax year,

Likewise, property tax rates have also changed since the computation

performed in the last case. In the last rate ease, a property tax rate of 9.3587% was

utilized. Again, the properly tax rate was the known and measurable rate at the

time rates were set. The property tax rate in 2006, and utilized in the Company's

direct filing, was 7.7913%. If the Commission were to approve adjuster

mechanisms for certain expenses, like many other states do, these types of changes

could be addressed between rate cases. Meanwhile, RUCO is misleading the

Commission by attempting to argue that there is still something wrong with the

Commission's well-established methodology based on the actual facts and

circumstances.

Q- WHAT IS THE PROPERTY TAX RATE UTILIZED IN THE CO1V[PANY'S

REBUTTAL PROPERTY TAX COMPUTATION?

6.9159%. This is the 2008 properly tax rate and the most current known and

measurable property tax rate.
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Q. WHY DIDN'T THE COMPANY PROPOSE AN ASSESSMENT RATIO OF

20% IN THE INSTANT CASE?

First, the Company is already proposing to use an assessment ratio three years

outside of the test year to set the assessment ratio used in the computation.

Second, and more importantly, the property tax rate employed in the property tax

computation could go up, offsetting any gains from a lower assessment ratio. It

could also go down as it did since the last rate case. By way of illustration, the

property tax rate for 2007 was 6.6505%. While the 2007 property tax rate is lower

than the rate for 2006, it is also lower than the rate for 2008. The problem is that

future changes to tax rates are not known and measurable at this time.

A.

A.
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Q. DO YOU HAVE ANY OTHER COMMENTS?

Just to reiterate that there still remains a sound basis for the methodology this

Commission has consistently utilized. Like income taxes, which are also based on

the amount of revenue the utility realizes, property taxes must be adjusted to

ensure that the new rates are sufficient to produce the authorized return on rate

base. For this reason, since the new ADOR methodology was adopted several

years ago, the Commission has repeatedly approved the use of two years of

adjusted test year revenue and one year of proposed revenues to determine an

appropriate level of property tax expense to be recovered through rates. Bourassa

Dt. at 14.

Q. DID YOU CORRECT THE NET BOOK VALUE FOR TRANSPORTATION

EQUIPMENT IN THE COMPANY'S REBUTTAL FILING PROPERTY

TAX COMPUTATION?
I
1
\

Yes. RUCO witness, Mr. Coley, pointed this error out (Coley Dt. at 39) and it was

corrected. The net book value of transportation equipment used in the property tax

computation (rebuttal schedule C-2, page 2) matches RUCO's amount of

$474,679.
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Q. THANK YOU. WOULD YOU PLEASE CONTINUE WITH YOUR

DISCUSSION OF THE INCOME STATEMENT ADJUSTMENTS.

Rebuttal adjustment 3 increases rate case expense. The Company's rebuttal

proposed rate case expense is $538,511 amortized over 3 years. There are two

components to this expense. The first component is the proposed rate case

expense for the instant case in the amount of $280,000. This remains the same as

in the Company's direct filing. The second component is rate case expense for the

appeal of Decision 68176 (the "Appeal") and the Remand Proceeding ("Remand")

(Decision 70441 (July 2.8, 2008)). The Company is requesting approximately one-

A.

A.

A.

-21_



half of the amount it expended, or $258,511. I have previously testified in the

remand case regarding rate case expense. See Supplemental Testimony of Thomas

J. Bourassa ("Bourassa Rod. Supp.") in Docket No. W-02ll3A-07-0551. Staff

and RUCO have reviewed supporting documentation for the amounts expended

and I am not aware of any dispute over the amounts the Company actually

incurred.

Q. DOES THE COMPANY STILL WISH TO RECOVER RATE CASE

EXPENSE FOR THE APPEAL AND REMAND VIA A SURCHARGE?

No, we have detennined that it now makes more sense to simply roll these

expenses into the total award of rate case expense in this rate case. This change

simplifies the issue and may help to eliminate issues between the parties.

Q- IS THERE A BASIS FOR SEEKING RECOVERY OF THE REMAND

RATE CASE EXPENSE IN THE INSTANT CASE?

Yes. The Commission allowed the Company to seek recovery in this case.

Decision 70441 at 39.

Q- WHAT HAPPENED TO THE UNRECOVERED RATE CASE EXPENSE

FROM THE 2003 RATE CASE?

We have dropped this request. Not because we agree with Staffs or RUCO's

reasons for opposing recovery of unamortized rate case expense. Instead, because

the instant case has taken longer than expected, there will be only a small

unamortized rate case expense balance by the time this proceeding is completed

sometime in May or June 2009. To eliminate issue any dispute, CCWC is willing

to forego recovery of this unamortized amount.
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A.

Q-

A.

A.

DO YOU AGREE WITH STAFF'S VIEW THAT A "NORMALIZED"

AMOUNT OF RATE CASE EXPENSE SHOULD BE INCLUDED IN

OPERATING EXPENSES?



1 No. Because rate case expense is incurred outside the test year and for the specific

purpose of obtaining rate relief, I believe rate case expense should be treated like a

deferred regulatory asset. Like other regulatory assets (e.g., plant-in-service), the

costs of deferred regulatory assets are recovered over time. Presumably, if the

amortization period for rate case expense (as with depreciation expense for plant

in-service) approximates the time between when new rates are set, the utility will

recover the expense in full with neither an over collection nor under collection of

the expense

9

10

Q- COULDN'T A UTILITY OVER RECOVER RATE CASE EXPENSE IF IT

TOOK LONGER THAN THE AMORTIZATION PERIOD TO FILE FOR

12 A

NEW RATES?

It is possible, but this has not happened in the instant case. The Company was

granted new rates at the end of September 2005 and filed for new rates nearly two

years later. If this case had progressed timely and not been delayed, new rates

would have been implemented sometime in November/December 2008. Thus

three years would have elapsed between new rates, yet the $285,000 of rate case

expenses the Company was allowed in Decision No. 68176 was amortized over 4

years

A.

Besides, a chance of "over" or "under" recovery does not alter the view that

rate case expense is a deferred regulatory asset. The problem is minimizing any

over or under recovery and this is a matter of timing. Utilities can "over" recover

on other regulatory assets if a long enough period of time elapses between rate

cases. By way of illustration, take transportation equipment

Transportation equipment is typically depreciated over 5 years. Assume a

utility buys a new vehicle during a test year and files a rate case. The utility will

get 1/5 of the cost included in the revenue requirement as depreciation expense



Assume further that the utility then files a second rate case in 3 years. The utility

will still get 1/5 of the cost in the revenue requirement as depreciation expense.

Finally, assume that after the second rate case the utility continues to use the

vehicle for the next 5 years and then files a third rate case. The vehicle would

have been fully depreciated by the end of year 6, which occurred between the

second and third rate case, but the revenue requirement would still include the

depreciation expense included in the revenue requirement from the second rate

case. The utility could be said to have over collected for at least 2 years _

Q- WHAT AMOUNT OF RATE CASE EXPENSE IS

RECOMMENDING FOR THIS RATE CASE?

STAFF

$150,000 "normalized" over 3 years. Millsap Dr. at 3 1-33. Staff also recommends

recovery of $100,000 for the Appeal and Remand rate case expense. Id.

Q~ WHAT JUSTIFICATION DOES STAFF PROVIDE FOR REDUCING

RATE CASE EXPENSE FOR THE APPEAL AND REMAND BY MORE

THAN $150,000?

Staff argues that the Company only agreed to seek $100,000 for the Appeal and

Remand. Millsap Dr. at 32. While the Company did seek only $100,000

previously, that request based on estimates at the outset of the Remand proceeding.

That request was opposed by Staff, and the Commission told the Company to seek

its recovery of rate case expense for the Appeal and Remand in this case. When

we went back to prepare that request it became clear that $100,000 was simply

inadequate given how much the Company was forced to incur as a result of the

Court ordered remand following its finding that the Commission violated the

Arizona Constitution.
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3

4
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9
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14
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17
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23

24

25

26

Q- HOW DID THE COMPANY COME UP WITH ITS REQUESTED $258,511

IN RATE CASE EXPENSE FOR THE APPEAL AND REMAND?
i

A.

A.
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1 A The Company incurred $100,000 for the Appeal, which we divided in half because

it prevailed on only one of the two issues on appeal. To that, we added $8,176 for

CCWC's costs in the Remand as those costs were incurred primarily to  meet

Commission filing and other requirements. The Company's expert witness costs

were incurred primarily in response to the positions taken by Staffs and RUCO's

expert  witnesses, so we feel recovering eighty percent (80%) of those costs is

appropriate ($105,853 x 80%=$84,682.40). Id. No cost  for CCWC's witness

Ernie Gisler was included. Finally, we believe that $120,000 for legal expenses

for the Remand proceeding (roughly 40% of the amount actually incurred), is

reasonable. The total of all this is $258,511. This leaves the Company absorbing

more than a quarter  million dollars of rate case expense for the Appeal and

Remand. This is explained in even more detail in my Supplemental Testimony

13

14

Q- THANK YOU MR. BOURASSA. COULD YOU now EXPLAIN STAFF'S

BASIS RECOMMENDING ONLY $150,000 FOR RATE CASE EXPENSE

FOR THIS RATE CASE?

16

17

According to Mr. Millsap, Staffs recommendation is based on an analysis of "rate

case expenses approved by the Commission for other comparable sized utilities

Millsap Dt. at  32. According to Mr. Millsap, these comparable utilit ies include

Empire District Electric Company, Peoples Natural Gas, Western Resources and

One OK." See Staff response to Company data request 1.27, which is attached to

Mr.

22

23

24

25

26

Q-

Hanford's testimony as Hanford Rebuttal Exhibit 1

ARE THESE ARIZONA WATER AND SEWER UTILITIES REGULATED

BY THE COMMISSION?

A.

A.

No, they appear to be electric and gas companies regulated by the public utility

commission in Kansas. But Staff provides nothing to support the comparison

like the size of the utilities, the amount of rate case expense or a comparison of the



process used in Kansas to that followed in Arizona. I guess all I can really say is

"Dorothy, we are not in Kansas".

Q. DIDN'T STAFF LOOK AT ANY ARIZONA UTILITIES?

In the same data request response citing the Kansas four, Mr. Millsap references

rate cases for Arizona-American, Arizona Water and Pine Water Company.

Again, however, Staff provides no explanation of how these rate cases compare to

this one or why they provide a basis for reducing the Company's requested rate

case expense by $130,000. I worked on the Pine Water easeStaff refers to, Docket

No. 03-0279. In that case, Pine Water, a small water utility with roughly 2000

customers, received $200,000 of rate case expense through a settlement between

the parties. See Commission Decision No. 67166 (August 10, 2004). Given the

impacts of inflation, and the fact that CCWC is about 6.5 times the size of Pine

Water, rate case expense in this case should be at least $1 million.
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4
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26

Q- HAVE YOU CONSIDERED AWARDS OF RATE CASE EXPENSE IN ANY

OTHER CASES, MR. BOURASSA?

Yes, in fact I can respectfully suggest that this analysis is simple. In the last rate

case for CCWC, the Company sought and was awarded rate case expense of

$285,000. Certainly the Company is a "comparable-sized utility" relative to itself,

and that case was processed several years ago. With the impacts of inflation we

have all become familiar with due to the use of FVRB, we can surely assume that

the costs for the same utility processing a similar rate case would now be higher.

Yet, we have sought $5000 less than CCWC was awarded in that last case.

When these two levels of rate case expense are compared, to cite just one

example, with the Arizona Water - Eastern Group case I discussed earlier with

respect to the treatment of settlement proceeds, in which case the Commission

approved rate case expense of $250,000, it isn't hard to portray the Company's

A.

A.
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request as reasonable, and Staffs recommendation as unreasonable. Simply

assuming an inflation rate of 2%, the 2004 costs would be higher by over 8%,

meaning that the comparable cost for Arizona Water -- Eastern Group case would

be $270,000 today. I also would note that approximately 18 months later the

Commission awarded $250,000 of rate case expense for Arizona Water

Company's-Western Group rate ease in Decision No. 68302 (November 14, 2005).

It is important to note, however, that in these two other rate cases the Commission

recognized that Arizona water utilized in-house regulatory staff greatly reducing

the amount of rate case expense incurred.

Q- WHAT IS RUCO'S POSITION ON RATE CASE EXPENSE?

RUCO has not modified the Company request for rate case expense of $280,000

for the instant case. RUCO recommends no recovery of costs for the Appeal and

Remand. See Direct Testimony of William A. Rigsby ("Rigsby Dt.") at 6. Besides

asserting that the cost of the appeal and remand is excessive, RUCO believes that

because it was a "business decision" to appeal Decision 68176, the shareholder

should bear the cost. Id. RUCO acknowledges that the Company sought relief

from a Commission decision in which the Court of Appeals found that the

Commission acted contrary to Arizona law. Further, Remand was ordered by the

Court of Appeals. Apparently, RUCO believes that if a utility seeks relief from an

unlawful Commission decision in order to allow it to reach just and reasonable

rates, that utility should not be entitled to recovery.
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Q- HOW MUCH RATE CASE EXPENSE FOR THE INSTANT CASE HAS

THE COMPANY INCURRED THROUGH SEPTEMBER OF 2008?

Over $230,000. With the costs of two more rounds of testimony (including this

rebuttal testimony), several days of evidentiary hearings, closing briefs, and an

Open Meeting yet to be incurred, the Company is on track to exceed its request of

A.

A.
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$280,000. As Mr. Hanford testifies, the Company expects to absorb a significant

amount of rate case expense by capping its request at $280,000 for this case, again,

illustrating that the request is very reasonable. See Hanford Rb. at 8- 10.

Q. PLEASE CONTINUE WITH YOUR DISCUSSION OF THE INCOME

STATEMENT ADJUSTMENTS.

The Company has revised its revenue armualization. The revision to annualized

revenues is reflected in rebuttal adjustment number 4. As RUC() correctly points

out, the Company utilized actual 2007 water use data as well as estimates in the

golf course annualization computations in its direct filing. Coley Dt. at 45.

Estimates were used because the actual water use information was not available at

the time the Company tiled its rate application in September 2007. Now that a full

year of water use data is available for 2007, the revenue annualization includes a

full year of actual data.

Q. IS THE COMPANY'S REVENUE ANNUALIZATION ADJUSTMENT THE

SAME AS RUCO?

No. The Company's revenues annualization is lower by approximately $3,600.

Q- DID STAFF PROPOSE ANY CHANGE TO THE COMPANY'S REVENUE

ANNUALIZATION ?

No.

1

2

3

4

5

6

7

8

9

10

11
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13

14
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16
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23

24

25

26

Q. PLEASE CONTINUE.

Rebuttal adjustment number 5 removes the amortization of the CAP allocation

from operating expense. As discussed previously, the CAP allocation costs have

been reclassified to account 303 -- Land and Land Rights. Land and land rights are

not subject to amortization.

Rebuttal adjustment number 6 removes from expense amounts which were

reclassified to capital in rebuttal OCRB adjustment number l (column B).

A.

A.

A.

A.
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Rebuttal adjustment number 7 reduces water testing expense to the

"normalized" amount recommended by Staff. Millsap Dt. 37 and Scott Dt. at 19-

22.

Rebuttal adjustment number 8 reduces purchased water expense. This

adjustment reflects a reduction in the CAP water M&I (capital) costs related to the

additional CAP allocation. Because Staff found half of the additional CAP

allocation used and useful, the Company proposes only half of the annual CAP

M&l costs. Both Staff and the Company are in agreement on the total lvl&I

charges in purchased water expense. However, the Company's purchased water

adjustment is over $10,000 less than Staffs due to the fact that Staff does not

reflect higher CAP water deliveries from the revision made to the revenue

annualization. However, the Company's purchased water adjustment is over

$10,000 less than Staffs due to the fact that Staff does not reflect the higher CAP

water deliveries from the revision made to the revenue annualization, once the

2007 data was available on sales to the golf courses.

Q. WHY IS RUCO'S PURCHASED WATER EXPENSE LOWER THAN THE

COMPANY'S?

Because RUCO does not include any CAP M&I charges for the additional CAP

allocation of 1,931 a.f. As I testified previously, RUCO's position is that none of

the additional CAP allocation is used and useful and has recommended no

recovery of the CAP M&I charges.
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Q- IF THE COMPANY IS NOT RECOVERING ALL OF THE ANNUAL M&I

CHARGES FOR THE ADDITIONAL CAP ALLOCATION, wHAT

SHOULD BE THE TREATMENT OF THE UNRECOVERED COSTS?

The Company should record the unrecovered M&I costs as a deferred regulatory

asset. In a subsequent rate case, the Company may seek recovery of the deferred

A.

A.
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charges assuming the balance of the CAP allocation is used and useful at that time

2 Q- OKAY. PLEASE CONTINUE WITH YOUR D1SCUSSIQN OF THE

REBUTTAL ADJUSTMENTS TO THE INCOME STATEMENT

4

5

6

7

Rebuttal adjustment number 10 increases miscellaneous expense for allocated

general office ("GO") expenses following Staffs recommendation. As discussed

above in relation to rate base. Staff recommends an allocation factor of 4.0% based

on an updated 4-factor method prepared by Staff. Millsap Dt. at 29. Staff did not

agree with the 3.74% allocation factor the Company used in its direct filing

because it was based on data as of September 2005 and was not properly matched

to the test year. Id

Rebuttal adjustment number 11 synchronizes interest expense with the

Company's rebuttal FVRB. The weighted cost of debt from rebuttal schedule D- l

is multiplied by the rebuttal FVRB contained on rebuttal schedule B-l to derive

the interest expense for computation of the income taxes. All the parties agree to

interest synchronization with rate base to determine interest expense. However

RUCO and Staff interest synchronize with OCRB, whereas the Company uses

FVRB. Rebuttal adjustment number ll reflects the interest synchronization with

the Company's rebuttal FVRB

Q. WHY DOES THE

SYNCHRONIZE?

COMPANY USE FVRB TO INTEREST19

20

21

22

23

A.

Q

A.

Because this is the rate base upon which the Company seeks to have the revenue

requirement determined

WHAT EFFECT.

EXPENSES?

IF  AN Y .  D O E S THIS HAVE ON OPERATING



1 A The FVRB is higher than OCRB. This means the interest expense is higher and

in turn, income taxes are lower. Thus, operating expenses and the revenue

requirement are lower than if OCRB is used

Q. ARE THERE ANY OTHER REBUTTAL ADJUSTMENTS?

A Yes, rebuttal adjustment 13 reflects the proposed increase in income taxes on

adjusted test year expenses

Q- ARE THERE ANY OTHER ADJUSTMENTS FROM RUC() AND/OR

STAFF THAT THE COMPANY DOES NOT ACCEPT THAT YOU

WOULD LIKE TO ADDRESS?

4

5

6

7

8

9

10 A Yes. The Company disagrees with Staffs proposed operating expense adjustments

to chemicals, repairs and maintenance, and insurance because these adjustments

are based on averaging the test year with historical years. RUCO also proposes to

adjust miscellaneous expense by averaging the test year with historical years. Staff

claims averaging mitigates any extenuating circumstances which may have caused

fluctuations in chemicals and repairs and maintenance expense. Millsap Dt. at 33

and 34. RUC() makes a similar argument. Coley Dt. at 41

Q. HAVE STAFF OR RUC() IDENTIFIED ANY EXTENUATING

CIRCUMSTANCES TO JUSTIFY USE OF AN AVERAGE?

A No

17

18

19

20

21

22

Q~ WHY DO YOU DISAGREE WITH THE USE OF AVERAGES?

24

I generally disagree with use of averages as a method of normalizing expenses

Surrounding facts and circumstances must justify their use. I have found that only

in limited cases, based on the evidence, can they be justified. Averaging does not

reflect a known and measurable change to the test year. It is, at best, a guess

Averaging as a means of normalizing an expense is also subjective with respect to

A.
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which expenses are averaged and which years (historical or future) are included in

the average. Averaging with historical years is also backward looking

To illustrate the subjective nature of normalizing by averaging, consider

that  in the prior case, Staff proposed averaging to normalize outside services

office supplies, transportation expense, and miscellaneous expense. In all three

cases, Staff used the test year and two historical years in the average. In the instant

case,  Staff is proposing to  average chemicals,  repairs and maintenance,  and

insurance expense. In addition, Staff uses the test year and two historical years

(2004 and 2005) to normalize chemicals and repairs and maintenance expense

while using the test year, 3 historical years (2003, 2004, and 2005), and l future

year (2007) to normalize insurance expense

Consider also that  RUC() adjusts repairs and maintenance based upon a

known and measurable change (capitalized expenses) while Staff proposes to

normalize repairs and maintenance by averaging. Similarly, RUCO is proposing to

normalize miscellaneous expense by averaging, while Staff adjusts miscellaneous

expense based on a known and measurable change (revised GO allocation factor)

In o ther  words,  t here is  t oo  much subject ivit y in t his Mish-mash o f

adjustments and it is not good ratemaking. If we are going to use the historical test

year, with all of its flaws, we shouldn't  just  discard based on the presumption

something is wrong with the test  year in the absence of evidence that  actually

shows "extenuating" circumstances. This is especially true in this case given that

we are living in a time when the costs of nearly everything have and are increasing

2 3

2 4

2 5

v.

Q.

A

RATE DESIGN

WHAT ARE THE COMPANY'S REBUTTAL PROPOSED RATES?

The monthly charges at proposed rates are listed below

32



All Classes

Meter Monthly
Minimum

Gallons included
in Monthly Minimum

8 18.30

$ 30.50

$ 61.00

3 97.60

S 195.20

35 3 0 5 . 0 0

$ 610.00

$ 1 128.50

586.00

8 2 803.00

0

0

0

0

0

0

0

0

0

0

Fire Hydrants used for
Irrigation 8 196.50

Fire Hydrants basic
Service 8

S

0.00

10.00Fire Sprinkler

The commodity charges and tiers by meter size are

Residential. Commercial and Industrial Class

Meter Charge
per 1,000 gallonsTier (gallons)

3.001 to 9.000

Over 10.000

$ 2.281

$ 3.392

$ 4.078

33



1 1

1 1/2

2

3

4

6

8 1

10

12

1 to 24,000

Over 24,000

1 to 60,000

Over 60,000

1 to 100,000

Over 100,000

1 to 225,000

Over 225,000

1 to 350,000

Over 350,000

1 to 725,000

Over 725,000

to 1,125,000

Over 1,125,000

1 to 1,500,000

Over 1,500,000

1 to 2,250,000

Over 2,250,000

S 3.392

$ 4.078

S 3.392

38 4.078

33 3.392

SB 4.078

s 3.392

$ 4.078

$ 3.392

$ 4.078

$ 3.392

$ 4.078

33 3.392

$ 4.078

$ 3.392

3 4.078

S 3.392

$ 4.078

$3.392

$3.392

2

3

4

5

6

7

8

9

10

1 1

12

13

1 4

15

1 6

17

18

19

2 0

2 1

2 2

2 3

2 4

2 5

2 6

Initiation Class

All Meter Sizes All gallons

Fire Hydrant Initiation and Construction Class

All Meter Sizes All gallons

Standpipe (Fire Hvdrants)

All Meter Sizes All gallons

Fire Sprinklers

$3.392
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All Meter Sizes All gallons $3.392

DO STAFF AND RUCO PROPOSE SIMILAR RATE DESIGNS?

Yes .

WHAT IS THE IMPACT OF THE COMPANY'S PROPOSED RATES ON

AN AVERAGE % INCH METERED RESIDENTIAL CUSTOMER?

The present monthly bill for a % inch metered residential customer using an

average of 8,450 gallons is $32.38. The proposed monthly bill for a % inch

metered residential customer using an average of 8,450 gallons is $43.63 - an

increase of $11.26 or 34.77% over the present rates.

WHAT IS THE IMPACT OF THE COMPANY'S PROPOSED RATES ON

AN AVERAGE 1 INCH METERED RESIDENTIAL CUSTOMER?

The present monthly bill for a l inch metered residential customer using an

average of 10,095 gallons is $48.14. The proposed monthly bill for a l inch

metered residential customer using an average of 10,095 gallons is $64.74 -- an

increase of $16.60 or 34.49% over the present rates.

ARE THERE ANY CHANGES TO THE MISCELLANEOUS SERVICE

CHARGES?

No.

ARE STAFF AND THE COMPANY IN AGREEMENT ON

MISCELLANEOUS CHARGES?

Yes .

ARE THERE ANY CHANGES TO THE METER AND SERVICE LINE

INSTALLATION CHARGES?

No.

1

2 Q.

3 A.

4 Q.

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24 A.

25 Q.

26

ARE STAFF AND THE COMPANY IN AGREEMENT ON METER AND

SERVICE LINE INSTALLATION CHARGES?

A.

Q.

A.

A.

Q.

Q.

A.
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1 A

2 Q MR. BOURASSA. YOU MENTIONED LWING IN INFLATIONARY

TIMES WHERE EVERYTHING COSTS Mo1u8. IS CCWC WILLING TO

UTILIZE A LOW INCOME TARIFF TO HELP THOSE THAT TRULY

CANNOT AFFORD THE INCREASED COST OF WATER UTILITY

SERVICE?

7 A Yes. We have discussed the concept with both Staff and RUC() and they are

supportive of the Company proposing such a tariff. We were unable to complete

the proposed tariff before this rebuttal tiling was due, but we hope to supplemental

the filing with a proposed tariff shortly. The tariff will provide for reduced costs

to those that qualify based on income, but it will require the other customers to

subsidize the low income ratepayers

DOES THAT CONCLUDE YOUR REBUTTAL TESTIMONY?13

14 A Yes, although I do wish to note that my silence on any aspect of Staff and/or

RUCO's direct filings is not necessarily intended to signal CCWC's acceptance

2126168.1

Q.
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STAFF'S RESPONSE TO THE
FIRST SET OF DATA REQUESTS

FROM CHAPARRAL CITY WATER COMPANY
TO THE ARIZONA CORPORATION COMMISSION STAFF

Docket No. W-02113A-07-0551
October 16, 2008

1.45. Provide citation to any ACC precedent or other authority supporting Staffs
posi tion that 100% of the proceeds from the Company's  settlement with
Founta in Hi l l s  Sani tary District be recognized in a  manner that benef i ts
ratepayers.

Response: Objection: this data request is overbroad and burdensome,
requests information that is not maintained in the nonna course of
business and would be time-consuming and burdensome to compile.
Notwithstanding the foregoing objection, Staff would provide the
following response: Staff is not aware of any similar situation. Each
Commission decision is based on the facts unique to that underlying
docket. Each ACC decision stands on its own merits and no ACC
decision creates a precedent.

Respondent: Marvin Millsap

45



8
8

HI B
a

I r A

EX
SSA I

IT 2
TT A



i
1

.Ruco's RESPONSE TO
CHAPARRAL CITY WATER COMPANY, INC.'S

FIRST SET OF DATA REQUESTS

Docket No. W-02113A-07-0551

1.48 Admit that the costs of operating a utility have generally increased due to inflation
since 2003.

Response

Admit, in a general sense, completely isolating inflation, there is a general
upwards trend. RUCO does not agree that expenses generally increase from
one year to the next. Expenses typically increase and decrease. While one
element of an expense account may increase, another element of the expense
account may decrease causing the total expense account to actually decrease
from one year to the next.

i
I

I

48
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Chaparral City Water Company Exhibit
Rebuttal Schedule A-1
Page 1
Witness: Bourassa

Test Year Ended December 31. 2006
Computation of Increase in Gross Revenue

Requirements As Adjusted

Fair Value Rate Base $ 27,767,249

Adjusted Operating Income 940.244

Current Rate of Return

Required Operating Income 2776.725

Required Rate of Return on Fair Value Rate Base 10.00%

1.836.481Operating Income Deflciency

Gross Revenue Conversion Factor 1 .628613
14
15
16

Increase in Gross Revenue
Requirement 2.990.957

18
19
20
21
22

Adjusted Test Year Revenues
Increase
Proposed Revenue Requirement
% Increase over adjusted test year revenues

$5
$

7_505.010
2.990.957

10,495,967
39.85%

Customer
Classification
Residential, Commerical. Industrial

Present
Rates

Proposed
Rates

Dollar
Increase

Percent
Increase

$ 3,524,021
2.441.283

172.583
345.894

24.229

35 $ 1223.467
842.014

59.594
118.802

34.72%
34.49%
34.539
34.35%
34.10%
34.52%

2 4
2 5
2 6
2 7
2 8
2 9
30

32
33
34

3/4 Inch
1 Inch
1.5 Inch
2 Inch
3 Inch
4 Inch
Irrigation
3/4 Inch
1 Inch
1.5 Inch

4,747,487
3.283.297

232.176
464.696

32.492
46.128 11.838

69.200
178.745
134.012
161.987
152.769
322.475

130.820
350.299
260.613
314.013
322.747
687.598

61 .620
171 .554
126.602
152.026
169.977
365.123

89.05%
95.98%
94.47%
93.85%

11126%
113.23%

77

39.114
11.424

123.818
16.104

42.77%
71.57%
70. 11 %
46. 18%
40.96%

0.06%

$ $ $ 43.64%
142.73%

2 Inch
4 Inch
6 Inch
FHlConstruction
3/4 Inch
1 Inch
2 Inch
3 Inch
4 Inch
Fire Sprinkler
Reconciling Amt H-1 to C-1
Subtotal
Revenue Annuaiization
Miscellaneous Revenues
Total of Water Revenues (a) $

7,673.618
(250,897)

82.289
7,505,010 $

11,022,669
(608,991 )

82.289
10,495,967 $

(7,127)
3.349.051
(358,094)

2.990.957 39.85%

3 6
3 7
3 8
3 9
4 0
4 1
4 2
4 3
4 4
4 5
4 6
4 7
4 8
4 9
5 0

5 1
5 2
5 3
5 4
5 5
5 6
5 7

SUPPORTING SCHEDULES
Rebuttal B-1
Rebuttal C-1
Rebuttal C-3
Rebuttal H-1



Chaparral City Water Company

Test Year Ended December 31. 2006

Summary of Rate Base

Exhibit
Rebuttal Schedule B-1
Page 1
Witness: Bourassa

Original Cost
Rate base Rate base

Fair Value
Rate Base (50/50)

Gross Utility plant in Service
Less: Accumulated Depreciation

$ 50,908,634
13.696514

$ 78,136,365
23.732066

64.522.499
18.714.340

Net Utility Plant in Service S 37,212,020 $ 54,404,299 45.808.159

6.557.243 10.225.334 8.391.288

6.119.129
819.845
925.896

9.435.452
819.845
925.896

7.777.291
819.845
925.896

Advances in Aid of
Construction

Contributions in Aid of
Construction - Net of amortization

Customer Meter Deposits
Deferred Income Taxes & Credits
investment tax Credits
Well Settlement Proceeds 646.000 646000 646.000

424.010 424.010 424.010

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

Plus
Unamortized Debt Issuance
Costs

Prepayments
Materials and Supplies
Deferred Regulatory Assets
Allowance for Working Capital 95.400 95.400 95.400

26
27

Total Rate Base $ 22,663,316 $ 32,871,183 27.767249

29
30
31
32
33
34

SUPPORTING SCHEDULES
Rebuttal B-2
Rebuttal B-3
Rebuttal B-5

RECAP SCHEDULES
Rebuttal A-1



Chaparral City Water Company
Test Year Ended December 31, 2006

Original Cost Rate Base Proforma Adjustments

Exhibit
Rebuttal Schedule B-2
Page 1
Witness: Bourassa

Direct
Adjusted

at
End of

Test Year
Adjustment

Amount

Rebuttal
Adjusted
at end

of
Test Year

Gross Utility
Plant in Service 35 51,771,885 (863,252) $ 50,908,634

Less :
Accumulated
Depreciation 15,877,022 (2,180,408) 13,696,614

Net Utility Plant
in Service $ 35,894,864 $ 37,212,020

Less:
Advances in Aid of
Construction 6,557,243 6,557,243

Contributions in Aid of
Construction - Net 6,119,129 6,119,129

819,845
925,896

819,845
925,896

Customer Meter Deposits
Deferred Income Taxes
Investment Tax Credits
Welt Settlement Proceeds 646,000 646,000

424,010
192,485

14,521
1 ,280,000

424,010

Plus:
Unamortized Debt Issuance

Costs
Prepayments
Materials and Supplies
Deferred Regulatory Assets
Working capital

(192,485)
(14,521)

(1,280,000)
95,400 95,400

Total $ 22,737,766 $ 22,663,316

L i n e

H Q
1
2
3
4
5
6
7
8
9

1 0
1 1
1 2
1 3
1 4
1 5
1 6
1 7
1 8
1 9
2 0
2 1
2 2
2 3
2 4
2 5
2 6
2 7
2 8
2 9
3 0
3 1
3 2
3 3

3 4
3 5
3 6
3 7
3 8
3 9
4 0
4 1
4 2
4 3
4 4
4 5
4 6

SUPPORTING SCHEDULES:
Rebuttal B-2, page 1

RECAP SCHEDULES:
Rebuttal B-1
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Chaparral City Water Company
Test Year Ended December 31, 2006

Original Cost Rate Base Proforma Adjustments
Adjustment Number 1

Details of Column C - Capitalized Expenses

Exhibit
Rebuttal Schedule B-2
Page 3.1
Witness: Bourassa

Line

M

Expense
Account

Outside Services
Outside Services
Outside Services

Plant
Account

304
304
304

Struct. & Improve.
Struck. & Improve
Struck. 8. Improve.

Description Ref.
New irrigation installation Staff MEM-10
Installation 30' x 6' fencing w/pa Staff MEM-10
Professional Survey for new fen Staff MEM-10
Subtotal $

Original Cost
$ 2,500

4,375
4,715

11,590

Recondition motor
Removal & repair of pump
Removal & repair of motor and pump
Subtotal

Outside Services
Outside Services
Outside Services

$ 311
311
311

Exec. Pumping Equip
Elem. Pumping Equip
Elem. Pumping Equip

$

7,448
5.513

13,123
26,084

Repairs and maintenance Ruck TJC-9 Repairs and maintenance $ 43,217 339 Other Plant & Misc Equip.

Total $ 80,891

Repairs

1

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16

17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50

SUPPORTING SCHEDULES



Chaparral City Water Company
Test Year Ended December 31. 2006

Original Cost Rate Base Proforma Adjustments
Adjustment Number 1

Details of Column D - Plant Retirements

Exhibit
Rebuttal Schedule B-2
Page 82
V\htr\ess: Bourassa

Acquisition Direct Filing
Oriqinal Cost

49.329
54. 139

Plant
Account

per Direct
1/31/1971
1/31/1972

12/31/1986

Description
Wells 1971 (Well #8)
Wells 1972 (Well #9)
ENGINE WELL

Subtotal 106.816

Rebuttal
Adjustment

Oriqinal Cost
$ (49,329)

(54, 139)
(3,348)

(106,816)

Install exhaust fans Well #9 8/31/1999 (596)

12/31/1986
12/31/1987
1/31/1989

12/31/1989

1 .320.562
288.612
397.339

Plant 1986
Water treatment equip 1987 WTP #1
Water treatment equip 1989 WTP #1
Water treatment equipment 89 VVTP #1

Subtotal 2.010.923 $

(1 ,320,562)
(288,612)
(397,339)

(4,409)
(2,010,923)

3
4
5
6
7
8
g

10
11
12
13
14
15
16
17 Total 2.118.336 $ (2,118,336)

18

20

45
46
47

SUPPORTING SCHEDULES
Staff Schedule MEM-8, page 3 of 3
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Chaparral City Water Company
Test Year Ended December 31. 2006

Original Cost Rate Base Proforma Adjustments
Adjustment Number 1

Details of Column E - Reclassification of Plant

Exhibit
Rebuttal Schedule B-2
Page 3.3.1
V\Htness: Bourassa

Acquisition Original

(FROM)
Plant Plant

Account Account
per Direct per RebuttalDescription

We(ls#11Labor/reinstall 250 HP sub 9/30/1996 $ 65.622

Water treatment study $ 34.062

9/30/2005
8/14/2006

$
Blvd Transmission r

1,381,264
121.156

1,502,420

16" Trans Main
Design Eng I Fountain Hills
Subtotal $

$

car wash

10/31/1996
10/31/1996
10/31/1996
10/31/1996
10/31/1996
10/31/1996
10/31/1996
10/31/1996
10/31/1996
10/31/1996
10/31/1996
11/30/1996
11/30/1996
11/30/1996
11/30/1996
11/30/1996
11/30/1996
11/30/1996
11/30/1996
11/30/1996
11/30/1996
11/30/1996
11/30/1996
11/30/1996
11/30/1996
11/30/1996
11/30/1996
11/30/1996
11/30/1996
11/30/1996
11/30/1996
12/31/1996
12/31/1996

17.773

lines & upgrades
39.965
42.556

138,726

Install war svc @ 15038 scab
Instr!! war svc @ 16637 almost
Install war svc @ awn ctr
Install war svc @ 16353 e.arow
Install war svc @ 13804 saguaro
Install war svc @ 13804 saguaro
Install war svc @15850 Nicklus
Install war svc @15361 Gleagle
place war svc @14213 angular
place war svc @14226 angular
Install war svc @Jiffy lab ctr
lnslall war svc @16418 desert
place war svc @13221 wendovel
place war svc @11015 Inca
place war svc @11449 Inca
place war svc @LA Fuenta opts
place war svc @12271 Chama
place war svc @16439 Nicklaus
place war svc @17426 Calico
place war svc @11214 Prtridge
place war svc @14218 Saguaro
place war svc @16932 Parlin
place war svc @ Plat 202
place war svc @16629 Almont
place war svc @ Almont dr (2)
place war svc @ EI Pueblo (2)
place war svc@17303 el pueblo
place war svc@17252 el pueblo
water service@ 12031 Lamont
rpt war svc@ 16069 Glenbrook
rpt war svc@17005 Enterprise
Lab.Mat to install copper ser
Lab.Mat to install copper ser
Subtotal $

Service Line 1994 Install Wir Svc, Glee 10/26/1994 $ 12,481

Meter installation 1/31/1973 $ 23.674

Fire Hydrant 8. DIP 3/31/2005 $ 10.368

1996 MavLab inst new hydrant 12/31/1996 $ 42.984

Chairs (5) & Conference Room Table 12/31/1993 $

Collection & Impounding Reservoirs $

3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
25
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
54
55
56
57
58
59
60
61
62

Reclass Adjustment to match Staff PIS $ 106,542

SUPPORTING SCHEDULES
Staff Schedule MEM-8, page 3 of 3
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Chaparral City Water Company
Test Year Ended December 31, 2006

Original Cost Rate Base Proforma Adjustments
Adjustment Number 2

Details of Column A - Capitalized Expenses Acc um, Dear.

Exhibit
Rebuttal Schedule B-2
Page 4.1
Witness: Bourassa

Plant
Account

304
304
304

$

Depreciation
Depr. Half-year
Rate Convention

383% $ 42
3.33% 73
3.33% 79

$ 193

Description
New irrigation installation
Installation 30' x 6' fencing w/pane
Professional Survey for new fence

Subtotal s

Original
Cost

2,500
4,375
4.71 5

11.590

311
311
311

$ 7,448
5,513

13.123
26,084

12.50% $
12.50%
12.50%

$

466
345
820

1 ,630

Recondition motor
Removal 8< repair of pump
Removal 8 repair of motor and pump

Subtotal $

Repairs and Maintenance 339 $ 43,217 6.67% $ 1,441

Total $ 80,891 s 3,265

Line

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52

SUPPORTING SCHEDULES
Rebuttal B-2, page 3.1
Staff Schedule MEM-8, page 3 of 3



Chaparral City Water Company
Test Year Ended December 31, 2006

Original Cost Rate Base Proforma Adjustments
Adjustment Number 2

Details of Column B - Retirements Adjustment to Acc um. Depr.

Exhibit
Rebuttal Schedule B-2
Page 4.2
Witness: Bourassa

Plant
Account

307
307
307

Description
Wells 1971 (Well #8)
Wells 1972 (Well #9)
ENGINE WELL

Subtotal

Retirement
Original Cost
$ 49,329

54 | 139
3,348

106,81 G$ $

Rebuttal
Depreciation
Adj_ustment

$ (49,329)
(54,139)
(3,348)

(106,816)

Install exhaust fans Well #9 307 $ 596 $ (596)

WTP #1
WTP #1
WTP #1
WTP #1

320
320
320
320

$ $Plant 1986
Water treatment equip 1987
Water treatment equip 1989
Water treatment equipment 89
Subtotal $

1 ,320,562
288,612
397,339

4,409
2,010,923 $

(1 ,320,562)
(288,612)
(397,339)

(4,409)
(2,010,923)

Total $ 2,118,336 $ (2,118,336)

Line

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17

18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50

SUPPORTING SCHEDULES
Rebuttal B-2, page 3.2
Staff Schedule MEM-8, page 3 of 3
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Chaparral City Water Company
Test Year Ended December 31, 2006

Original Cost Rate Base Proforma Adjustments
Adjustment Number 2

Details of Column C . Compute Depredation for Reclassified Amounts and New Plant And.

Exhibit
Rebuttal Schedule B-2
Page 4.3.1
Wrtnessi Bourassa

Line

UQ
1
2
3

Description
Wells#11 Laborlreinstall 250 hp sub.

(TO)
Rebuttal

Plant

Account
311

Original Cost
$ 65,622

Acquisition

Year
1996

r

1991 to 9-2005
Depreciation

8 4
250%

10-2005 to 2006
Depreciation

Rate

Rebuttal
Acc um.

Dept.'
12.50% $ 25,428

Water treatment study 320 $ 34,052 2004 2.50% 3 . 3 3 % $ 2.482

331
331

$ 2005
2006

2.50%
2.50%

2 . 0 0 % $
2 . 0 0 % $

s

16" Trans Main
Design Eng / Fountain Hills

Subtotal $

1,381,264
121,156

1,502,420

44,028
1,212

45,239

333
333
333
333
333
333
333
333
333
333
333
333
333
333
333
333
333
333
333
333
333
333
333
333
333
333
333
333
333
333
333
333
333

$ 1996
1996
1996
1996
1996
1996
1996
1996
1996
1996
1996
1996
1996
1996
1996
1996
1996
1996
1996
1996
1996
1996
1996
1996
1996
1996
1996
1996
1996
1996
1996
1996
1996

2.50%
2.50%
2 50%
2.50%
2.50%
2.50%
2.50%
2.50%
2.50%
2.50%
2.50%
2.50%
2.50%
2 so%
2.50%
2.50%
2.50%
2.50%
2.50%
2.50%
2.50%
2 50%
2.50%
2.5o%
2.50%
2.50%
2.50%
2.50%
2.50%
2.50%
2.50%
2.50%
2.50%

3.33%
3.33%
3.33%
3.33%
3.33%
3.33%
3.33%
3.33%
3.33%
3.33%
3.33%
3.33%
3.33%
3.33%
3.33%
3.33%
3.33%
3.33%
3.33%
1 3 3 %
3.33%
3.33%
3.33%
3 33%
3.33%
3.33%
3.33%
3.33%
3.33%
3.33%
3.33%
333%
3.33%

$Install war svc @ 15038 scab.
Install war svc @ 16637 almost
Install war svc @ two Dr
Install war svc @ 16353 e.arow
Install war svc @ 13804 saguaro
Install war svc @ 13804 saguaro
Install vvtr svc @16850 Nicklus
Install war svc @15361 Gleagle
place war svc @14213 angular
place Mr svc @14226 angular

Install war svc @Jiffy lab ctr
Install air svc @16418 desert
place vvtr svc @13221 andover
place war svc @11015 Inca
place war svc @11449 Inca
place Mr svc @LA Fuenta opts
place Mr svc @12271 Chama
place Mr svc @16439 Nicklaus
place wt svc @17426 Calico
place Mr svc @11214 Prtridge
place war svc @14218 Saguaro
place Mr svc @11-3932 Parlin
place Mr svc @ Plat 202
place Mr svc @16629 Almond
place war svc @ Almond dr (2)
place war svc @ EI Pueblo (2)
place Mr svc@17303 el pueblo
place war svc@17252 el pueblo
water service@ 12031 Lamont
rpt war svc@ 16069 Glenbrook
rpt air svc@17005 Enterprise
Lab.Mat to Install copper ser
Lab,Mat to install copper ser

Subtotal $

1.203
1.309
1.309
1.113
1.254
1.301
1.353
1.203
1.513
1.407
1.407
1.097
1.203
1.293
1,203
1.896
1.203
1.353
1.097
1.118
1.248
1.052

17.773
1.422
1.354
1.354
1.203

946
1.203
1.002
1.203

39.965
42,556

138.726 $

328
357
357
304
345
355
369
328
413
384
384
299
328
353
328
517
328
369
299
305
341
287

4,850
388
369
369
328
258
328
437
328

10,905
11.613
37,855

Service Line 1994 333 s 12,481 1994 2.50% 3 . 3 3 % $ 4.030

Meter installation 334 $ 23,674 1973 FULLY DEPRECIATED $ 23,674

Fire Hydrant & DIP 335 s 10,368 2005 2.50% 8.33% $ 1 .069

1996 Ma(lLab inst new hydrant 335 $ 42,984 1996 2.s0% 2 . 0 0 % $ 11,015

Chairs (5) & Conference Room 340 $ 1.814 1993 2.50% 6 6 7 %  $ 707

Collection & Impounding Reservoirs 330 $ 6.548 2003 2.50% 2.22% s 550

339 $ 67,303 2003 2.50% 6 . 6 7 % $ 9.397
16,832

1.a85

Reclass Adjustment to match Staff PIS
Balance at 12/31/2003

AID balance at 12/31/2003
2004 Additions
2005 Additions
2006 Additions

339
339
339

$
s
s
S

16.445 2004
2005
2006

2.50%
2.50%
250%

6.67%
6.67%
6.67%22,794

106.542
760

28,874

4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
54
S5
56
57
58
59
60
61
62
63
64
65
66
G7
68
69
70

71

SUPPORTING SCHEDULES
Rebuttal B-2, page 3.3
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Chaparral City Water Company
Test Year Ended December 31, 2006

Original Cost Rate Base Proforma Adjustments
Adjustment Number 2

Details of Column C - Compute Depreciation for Reclassified Amounts and Old Plant Acd.

Exhibit
Rebuttal Schedule B~2
Page 4. 3.2
Witness: Bourassa

Line

M ;
1
2
3

(FROM)
Direct
Plant

Account
307

Acquisition

Year
1996

1991 to 912005
Depreciation

2.50%

10-2005 to 200s
Depreciation

Rate
3.33% $

Direct
Acc um.

Dem'.1
17,906

Description
Wells#11 Laborlreinstali 250 hp sub. $

Original

Cost
65,622

Water treatment study 348 $ 34,062 2004 0.00% 0 0 0 %  $

16" Trans Main
Design Eng / Fountain Hills

Subtotal

330
330

$ 1,381,264
121,156

$ 1,502,420

2005
2006

2.50%
250%

2.22%
2.22%

$
s
s

47,446
1.345

48,791

330
330
330
330
330
330
330
330
330
330
330
330
330
330
330
330
330
330
330
330
330
330
330
330
330
330
330
330
330
330
330
330
330

$ 1996
1996
1996
1996
1996
1996
1996
1996
1996
1996
1996
1996
1996
1996
1996
1996
1996
1996
1996
1996
1996
1996
1996
1996
1996
1996
1996
1996
1996
1996
1996
1996
1996

2.50%
2.50%
2.50%
2.50%
2.50%
2.50%
2.50%
2.50%
2.50%
2.50%
2.50%
2.50%
2.50%
2.50%
2.50%
2.50%
2.50%
2.50%
2.50%
2.50%
2.50%
2.50%
2.50%
2.50%
2.50%
2.50%
2.50%
2.50%
2.50%
2.50%
2.50%
2.50%
2.50%

2.22%
2.22%
2.22%
2.22%
2.22%
2.22%
2.22%
2.22%
2.22%
2.22%
2.22%
2.22%
2.22%
2.22%
2.22%
2.22%
2.22%
2.22%
2.22%
2.22%
2.22%
2.22%
2.22%
2.22%
2.22%
2.22%
2.22%
2.22%
2.22%
2.22%
2.22%
2.22%
2.22%

$Install Mr svc @ 15038 scab.
Install war svc @ 16637 almost
Install war svc @ two Dr
Install war svc @ 16353 e.arow
Install war svc @ 13804 saguaro
Install vvtr svc @ 13804 saguaro
Install wt svc @16850 nicklaus
Install war svc @15361 G/eagle
place war svc @14213 angular
place war svc @14226 angular

Install Mr svc @Jiffy lab Dr
Install war svc @16418 desert
place war svc @13221 andover
place war svc @11015 Inca
place war svc @11449 Inca
place war svc @LA Fuenta opts
place Mr svc @12271 Chama
place war svc @16439 Nicklaus
place Mr svc @17426 Calico
place war svc @11214 Prtridge
place Mr svc @14218 Saguaro
place war svc @16932 Parlin
place war svc @ Plat 202
place war svc @18629 Almont
place Mr svc @ Almont dr (2)
place war svc @ EI Pueblo (2)
place war svc@17303 el pueblo
place war svc@17252 el pueblo

water service@ 12031 Lamont
rpt war svc@ 16069 Glenbrook
rpt war svc@17005 Enterprise
Lab.Mat to install copper ser
Lab.Mat to install copper ser

Subtotal $

1,203
1,309
1,309
1,113
1,264
1,301
1,353
1,203
1,513
1,407
1,407
1,097
1,203
1.293
1,203
1.896
1.203
1,353
1,097
1,1 18
1.248
1,052

17.773
1.422
1,354
1.354
1,203

946
1.203
1.602
1.203

39,965
42.556

138,726 $

312
339
339
288
327
337
350
312
392
364
364
284
312
335
312
491
312
350
284
290
323
272

4.603
368
351
351
312
245
312
415
312

10,351
11,022
35,930

Service Line 1994 334 $ 12,481 1994 2.50% 8 3 3 %  $ 4.810

Meter installation 330 $ 23.674 1973 FULLY DEPRECIATED $ 234674

Fire Hydrant & DIP 311 s 10,368 2005 2.50% 12.50% s 1,555

1996 Mat/Lab irsstl new hydrant 333 $ 42,984 1996 2.50% 3.33% $ 11,729

Chairs (5) 8- Conference Room 333 $ 1.814 1993 2.50% 3 3 3 %  $ 631

Collection & impounding Reservoirs 305 $ 6.548 2003 2.50% 2.50% $ 573

347 $ 67,303 2003 2.50% 10.00% $ 11,357
16,832

2.570

Reclass Adjustment to match Staff PIS
Balance at 12/31/2003
A/D balance at 12131/2003

2004 Additions
2005 Additions
2006 Additions

347
347
347

$
$
$
$

16,445 2004
2005
2006

2.50%
2.50%
2.50%

10.00%
10.00%
10.00%

$
22,794

106,542
1,140

31.899

4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
54
55
56
57
58
59
60
61
62
63
64
B5
66
67
68
69
70

71

SUPPORTING SCHEDULES
Rebuttal B-2, page 3.3
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Chaparral City Water Company
Test Year Ended December 31, 2006

RCND Rate Base Proforma Adjustments

Exhibit
Rebuttal Schedule B~3
Page 1
Vs/tness: Bourassa

Direct
Adjusted

at
End of

Test Year Adjustment

Rebuttal
Adjusted

at end
of

Test Year

Gross Utility
Plant in Service $ 80,783,568 (2,647.204> $ 78,136,365

Line

1
2
3
4
5
6
7

Less:
Accumulated
Depreciation 25,894,686 (2,162,620) 23,732,066

Net Utility Plant
in Service $ 54,888,882 $ 54,404,299

Less:
Advances in Aid of
Construction 10,225,334 10,225,334

Contributions in Aid of
Construction - Net 9,435,452 9,435,452

819,845
925,896

819,845
925,896

Customer Meter Deposits
Deferred Income Taxes
Investment Tax Credits
Well Settlement Proceeds 646,000 646,000

424,010
192,485
14,521

1.280.000

424,010

Plus:
Unamortized Debt Issuance

Costs
Prepayments
Materials and Supplies
Deferred Regulatory Assets
Working capital

(192,485)
(14,521 )

(1 ,280,000)
95,400 95,400

Total $ 34,747,372 $ 32,871,183

l

8
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32

33
34
35
36
37
38
39
40

SUPPORTING SCHEDULES:
Rebuttal B-3, page 2

RECAP SCHEDULES:
Rebuttal B-1
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Chaparral CityWater Company
Test Year Ended December 31, 2006

Originat Cost Rate Base Proforma Adjustments
Adjustment Number 1

Details of Column E .. Reclassification of Plant

Exhibit
Rebuttal Schedule B-3
Page 3.4.1
Vastness: Bourassa

Acquisition
Date

9/30/1996

Direct
Original

Cost

(FROM)
Direct
Plant

Account
307

Direct
RCN RCN

Factor Value
1.3345 $ 87_572

(TO)
Rebuttal

Plant
Account

311

Rebuttal Rebuttal
RCN RCN

Factor Value
1 .3756 $ 90,266

Description
Wells#11 Labor/reinstall 250 hp s $ 65,622

Water treatment study 2004 $ 34,062 348 1.0000 $ 344062 320 1.0673 $ 36,355

16" Trans Main
Design Eng/ Fountain Hills

Subtotal

9/30/2005
8/14/2006

$1,381,264
121,156

$1,502,420

330
330

111095
1.0000

$1.532.512
121,156

$1,653,668

331
331

1.0714
1.0000

$ 1,479,926
121,156

$ 1,601,081

10/31/1996
10/31/1996
10/31/1996
10/31/1996
10/31/1996
10/31/1996
10/31/1996
10/31/1996
10/31/1996
10/31/1996
10/31/1996
11/30/1996
11/30/1996
11/30/1996
11/30/1996
11/30/1996
11/30/1996
11/30/1996
11/30/1996
11/30/1996
11/30/1996
11/30/1996
11/30/1996
11/30/1996
11/30/1996
1113011996
11/30/1996
11/30/1996
11/30/1996
11/30/1996
11/30/1996
12/31/1996
12/31/1996

$ 330
330
330
330
330
330
330
330
330
330
330
330
330
330
330
330
330
330
330
330
330
330
330
330
330
330
330
330
330
330
330
330
330

1.4940
1.4940
1.4940
1.4940
1.4940
1.4940
1.4940
1.4940
1.4940
1.4940
1.4940
114940
1.4940
1.4940
1.4940
1.4940
1.4940
14940
1.4940
1.4940
1.4940
1.4940
1.4940
1.4940
1.4940
1.4940
114940
1.4940
1.4940
1.4940
14940
1.4940
1.4940

$ 333
333
3:33
333
333
333
333
333
333
333
333
333
333
333
333
333
333
333
333
333
333
333
333
333
333
333
333
333
333
333
333
333
333

1.3764
1.3764
1.3764
13764
1.3764
113764
1.3764
1.3764
1.3764
1.3764
1.3764
1.3764
1.3764
1.3764
1.3764
1.3764
1.3764
1.3764
1.3764
1.3764
1.3764
1.3764
1.3764
1.3764
1.3764
1.3764
1.3764
1.3764
1.3764
1.3764
1.3764
1.3764
1.3764

$Install war svc @ 15038 scab.
Install war svc @ 16637 almost
Install war svc @ two Dr
Install war svc @ 16353 e.arow
Instr!! war svc @ 13804 saguaro
Install Mr svc @ 13804 saguaro
Install Mr svc @16850 Nicklus
Install war svc @15361 G/eagle
place war svc @14213 angular
place war svc @14226 angular

Install war svc @Jiffy lab ctr
Install war svc @16418 desert
place war svc @13221 andover
place war svc @11015 Inca
place war svc @11449 Inca
place war svc @LA Fuenta opts
place vvtr svc @12271 Chama
place war svc @16439 Nicklaus
place war svc @17426 Calico
place war svc @11214 Prlridge
place war svc @1421B Saguaro
place war svc @1B932 Parlin
place war svc @ Plat 202
place war svc @16B29 Almond
place war svc @ Almont dr (2)
place war svc @ EI Pueblo (2)
place war svc@17303 el pueblo
place war svc@17252 el pueblo
water service@ 12031 Lamont
rpt war svc@ 16069 Glenbrook
rpt Mr svc@17005 Enterprise
Lab.Mat to Install copper ser
Lab.Mat to install copper ser

Subtotal $

1.203
1.309
1.309
1.113
1.204
1.301
1,353
1.203
1.513
1.407
1.407
1.097
1.203
1.293
1.203
1.896
1.203
1.353
1.097
1.118
1.248
1.052

17.773
1.422
1.354
1.354
1.203

946
1.203
1.602
1.203

39.965
42.556

138.726 s

1.797
1.956
1.956
1.669
1.888
1.944
2.021
1.797
2.260
2.102
2.102
1.639
1.797
1.932
1.797
2.833
1.797
2.021
1.639
1.670
1.865
1.572

26.553
2.124
2.023
2.023
1.797
1.413
1.797
2.393
1,797

59.707
63,579

207.256 $

1.656
1.602
1.602
1.532
1.740
1.791
1.662
1.656
2.083
1.937
1.937
1.510
1.656
1.760
1.656
2.610
1.656
1.862
1.510
1.539
1.718
1.446

24.463
1.957
1.664
1.664
1.656
1.302
1.656
2.205
1.656

55.006
56.575

190.946

Service Line 1994 10/26/1994 $ 12_4B1 334 14267 s 17,806 333 114196 $ 17,718

Meter installation 1/31/1973 s 23,674 330 3.7500 $ 884776 334 1.4411 s 34.115

Fire Hydrant & DIP 3/31/2005 $ 10_36B 311 10248 s 10_625 335 1.0816 $ 11,214

1996 Mat/Lab inst new hydrant 12/31/1996 $ 42,984 333 1.3764 $ 59.164 335 1.5482 $ 66,549

Chairs (5) & Conference Room 12/31/1993 $ 1.814 333 1.4252 $ 2.585 340 1.4021 s 2.543

Collection & Impounding Resews 2003 $ 6.548 305 13993 $ 9.163 330 1.3993 s 9.163

Redass Adjustment to match Start PIS
Adds Through 1988
1990 Additions
1991 Additions
1993 Additions
1994 Additions
1996 Additions
2001 Additions
2004 Additions
2006 Additions

s 347
347
347
347
347
347
347
347
347

17041
15425
1.4802
1.3952
1.3603
12849
11383
10672
10000

339
339
339
339
339
339
339
339
339

1.7041
1.5425
1.4802
1.3952
1.3603
1.2849
1.1383
1.0672
10000

$

$

7,075
33,108

1.508
453
210
359

24,590
18,445
22,794

106,542 $

12,057
51,068

2.232
632
286
461

27,992
17.551
22,794

135,072 $

12,057
51,068

2.232
632
288
461

27,992
17,551
22,794

135,072

Line

1
2
3
4
5
6
7
8
g

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
54
55
56
57
58
59
60
61
62
63
64
65
66
67
68
69
70
71
72

SUPPORTING SCHEDULES
B-2, page 3.3.1
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Chaparral City Water Company

Test Year Ended December 31, 2006

Computation of Working Capital

Exhibit
Rebuttal Schedule B-5
Page 1
Witness: Bourassa

Cash Working Capital

Prepayments
Materials and Supplies

$ (11 1 ,606)

192,485
14,521

Total Working Capital Allowance $ 95,400

Working Capital Requested $ 95,400

Line

N i
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20

SUPPORTING SCHEDULES:
RUCO Lead-Lag Study
E-1

RECAP SCHEDULES:
Rebuttal B-1
Rebuttal B-2

I.



Chaparral City Water Company
Test Year Ended December 31, 2006

Income Statement

Exhibit
Rebuttal Schedule C-1
Page 1
Witness: Bourassa

Test Year
Adjusted
Results Adjustment

Test Year
Settlement
Adjusted
Results

Proposed
Rate

Increase

Settlement
Adjusted
with Rate
Increase

Revenues
Metered Water Revenues
Unmetered Water Revenues
Other Water Revenues

$ 7,364,411 $ 58,310 $ 7,422,721 $ 2,990,957 $ 10,413,678

$
82,289

7,446,700 $ 58,310 $
82,289

7,505,010 $ 2,990,957 $
82,289

10,495,967

Operating Expenses

Line

DQ
1
2
3
4
5
6
7 $ $ $

(10,186)
11,619

969,244
831 .656
602,982
127,457
104,609
19,800

266,544
43,458

(43,217)

969,244
821 ,470
614,600
127,457
61 ,392
19,800

228,495
25,638

969,244
821 ,470
614,600
127,457

61 ,392
19,800

228,495
25,638

(38,049)
(17,820)

70,430
(1 ,294)

70,430
(1 ,294)

70,430
(1 ,294)

Salaries and Wages
Purchased Water
Purchased Power
Chemicals
Repairs and Maintenance
Office Supplies and Expense
Outside Services
Water Testing
Rents
Transportation Expenses
insurance - General Liability
insurance - Health and Life
Reg. Commission Exp. - Rate Case
Miscellaneous Expense
Depreciation Expense
Amortization of Well Settlement

34,633
38,164

(64,075)

179,504
1.298112
1,543,944

(76,000)

179,504
1298. 112
1.543,944

(76,000)
(64,000)

l

E

47,873
251.493

1,537,085
7,719,242
2,776,725

$
$

144,871
1,259,948
1,608,019

(76,000)
64,000
47,873

295,813
270,020

6,649,429
797.271

$
$

(44,320)
112.589
(84,663) $
142,973 $

47,873
251,493
382,609

6,564,766
940,244

$
$

1,154,476
1,154,476
1,836,481

$
$

Amortization of CAP
Taxes Other Than Income
Property Taxes
Income Tax

Total Operating Expenses
Operating Income
Other Income (Expense)

Interest income
Other income (loss)
Interest Expense
Other Expense

(368,024) (368,024) (368,024)

Total Other Income (Expense)
Net Profit (Loss)

$
$

(368,024)
429,247

$
$ 142,973

$
$

(368,024) s
572.219 $ 1,836,481

$
$

(368,024)
2,408,700

8
g

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40

SUPPORTING SCHEDULES:
Rebuttal C-1, page 2

RECAP SCHEDULES:
Rebuttal A-1
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Chaparral City Water Company
Test Year Ended December 31, 2006

Adjustment to Revenues and Expenses
Adjustment Number 2

Exhibit
Rebuttal Schedule C-2
Page 3
Witnessi Bourassa

Propertv Taxes:

$

$
s

7,505,010
7,505,010

10,495,967
8,501,996

17,003,991

$

Rebuttal Adjusted Revenues in year ended 12/31/06
Rebuttal Adjusted Revenues in year ended 12/31/06
Proposed Revenues
Average of three year's of revenue
Average of three year's of revenue, times 2
Add:
Construction Work in Progess at 10%
Deduct:
Book Value of Transportation Equipment 474,679

Full Cash Value
Assessment Ratio
Assessed Value
Property Tax Rate

$ 16,529,313
22%

3,636,449
6.9159%

Property Tax
Tax on Parcels

251,493
0

$Total Property Tax at Proposed Rates
Property Taxes in the test year
Change in Property Taxes $

251,493
295,813
(44,320)

Line

M
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28

Adjustment to Revenues and/or Expenses $ (44,320)



Chaparral City Water Company
Test Year Ended December 31, 2006

Adjustment to Revenues and Expenses
Adjustment Number 3

Exhibit

Rebuttal Schedule C-2

Page 4

Witness: Bourassa

Rate Case Expense

Rate case Expense for instant case

Rate case expense for Remand

Total Rate case expense

$

$
$

280,000
258,511
538,511

Estimated Amortization Period (in Years) 3.0

Annual Rate Case Expense $ 179,504

Test Year Rate Case Expense $ 144,871

Increase(decrease) Rate Case Expense $ 34,633

Line

1

2

3
4

5

6
7

8
g

10
11
12
13

14
15 Adjustment to Revenue and/or Expense $ 34,633

16
17
18
19
20
21
22
23
24

f

\



Chaparral City Water Company
Test Year Ended December 31. 2006

Adjustment to Revenues and Expenses
Adjustment Number 4

Exhibit
Rebuttal Schedule C-2
Page 5
Witness: Bourassa

Revenue Annualization Adjustment

Revenue Annulization per Rebuttal Filing
Company Revenue Annualization per Direct Filing

(250,897)
(309,207)

1
2
3
4
5
6
7
8

Increase (Decrease) in Revenues 58.310

10
11
12
13

Adjustment to Revenue and/or Expense 58.310

17
18
19

SUPPORTING SCHEDULES
C-2, page 5.1 to 5.15
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Chaparral City Water Company
Test Year Ended December 31, 2006

Adjustment to Revenues and Expenses
Adjustment Number 5

Exhibit

Rebuttal Schedule C-2
Page 6

Witness: Bourassa

Remove Amortization of CAP Allocation

CAP Amortization Per Direct Filing (See also Staff Adj. 5 on Sch MEM-18) $ 64,000

Line

MQ
1

2

3
4

5

6
7

8
9

10
11 Adjustment to Revenue andlor Expense $ (64,000)

12

13
14
15

16
17

18
19
20

.



Chaparral City Water Company
Test Year Ended December 31, 2006

Adjustment to Revenues and Expenses
Adjustment Number 6

Exhibit
Rebuttal Schedule C-2
Page 7
Witness: Bourassa

Capitalized Expenses

Remove Capitalized Expenses in Outside Services Expense (Staff Schedule MEM-10)
Disallowed Late Filing Penalty (per Staff Adj. #10, schedule MEM-23)
Rate Case Expense for Appellate Counrt (per Staff Adj. #10, schedule MEM-23)

$ (37,674)

(45)
(330)

Increase(Decrease) in Outside Services Expense s (38,049)

Remove Capitalized Expenses in Repairs and maintenance (RUCO Schedule MEM-10) $ (43,217)

increase(Decrease) in Repairs and Maitnenance $ (43217)

Line

m
1

2

3
4

5

6
7

8
g
10

11
12

13
14

15
16 Adjustment to Revenue and/or Expense $ (81266)

17
18
19
20
21
22
23
24
25

\
\



Chaparral City Water Company
Test Year Ended December 31. 2001

Adjustment to Revenues and Expenses
Adjustment Number 7

Exhibit
Rebuttal Schedule C-2
Page 8
Witness: Bourassa

1 Water Testing Expense

Water Testing Expense per Staff (Staff schedule MEM-24) 25.6384
5
6
7

Water Testing Expense per Direct Filing 43.458

9
10

Increase (decrease) in Water testing Expense (17,820)

14 Adjustment to Revenue and/or Expense
15

(17,820)



Chaparral City Water Company
Test Year Ended December 31. 2006

Adjustment to Revenues and Expenses
Adjustment Number 8

Exhibit
Rebuttal Schedule C-2
Page 9
Witness; Bourassa

1 Purchased Water

3
4
5
6
7

Central Arizona Project water allocation 2006 (acre feet)
Additional CAP allocation (acre feet) - Adjusted by 50%
Central Arizona Project water allocation 2006 (acre feet)
2008 capital cost per acre foot (take or pay)
Total Capital Cost 165.814

Central Arizona Project water delivered 2006 (acre feet)
Excess CAP water delivered 2006 (acre feet)
Additional gallons from annualization in acre feet
Total CAP water (acre feet)
2008 delivery cost per acre foot
Total M&l Cost

(596)

611.106

Total CAP purchased water 777.920

Ground Water pumped 2006 in acre feet
Excess Capacity percentage
Total projected gallons pumped
Central Arizona Ground Water Replenishment District Assessment Fee per acre foot

9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26

43.550

Total Purchased Water Cost
Rebuttal Purchased Water Cost
Increase (decrease)

821 .470
831 .656
(10,186)

27

29 Adjustment to Revenue and/or Expense
30

(10,186)



Chaparral City Water Company
Test Year Ended December 31. 2006

Adjustment to Revenues and Expenses
Adjustment Number 9

Exhibit
Rebuttal Schedule C-2
Page 10
Witness: Bourassa

1 Annualize power cost for Addi&onal gallons from annualization of revenues

Gallons sold in Test Year (1 ,000's)
Cost per 1,000 gallons per Direct Filing
Additonal gallons from annualizalion (in 1,000's) in adjustment 6

2.084.339

082514
(194,058)

Rebuttal Purchased Power adjustment $ (63,095)

Direct Purchased Power Adjustment $ (74,714)

4
5
6
7
8
9
10
11
12
13

Adjustment to Revenue and/or Expense 11.619

1 7
1 8
1 9
2 0

SUPPORTING SCHEDULES
Rebuttal H-1
Direct C-2, page 11



Chaparral City Water Company
Test Year Ended December 31, 2006

Adjustment to Revenues and Expenses
Adjustment Number 10

Exhibit
Rebuttal Schedule C~2
Page11
Witness: Bourassa

Miscellaneous Expense

$ 34,557,114

(251 ,538)
(1,040,585)

GO Allocation Expense Pool Per Direct Filing
Adjustments:
Membership dues for California
Investor related expenses

Adjusted GO Allocation Expense Pool per Rebuttal 33 33,264,991

Allocation factor 4.00%

Revised allocation of GO expenses $ 1 ,330,600

Allocated GO expenses per Direct flying $ 1292,436

Increase (decrease) in Miscellaneous Expense $ 38,164

Adjustment to Revenue and/or Expense $ 38,164

1

Line

M L
1
2

3
4

5

6
7

8
9

10
11
12

13
14

15

16

17
18
19

20
21

22

23
24
25



Chaparral City Water Company
Test Year Ended December 31, 2006

Adjustment to Revenues and Expenses
Adjustment Number 11

Exhibit
Rebuttal Schedule C-2
Page 12
Witness; Bourassa

1 Interest Svnchronization

$ 27,767,249
1194%

Fari Value Rate Base
Weighted cost of debt (from D-1) (short and long-term)
Interest Expense per Rebuttal Filing
Interest Expense per Direct Firing

$ 331 .609
368.024

Increase (decrease) in Interest Expense (36,416)

3
4
5
6
7
8
9
10
11
12

Adjustment to Revenues and/or Expense 36.416

14



Chaparral City Water Company
Test Year Ended December 31. 2006

Computation of Gross Revenue Conversion Factor

Exhibit
Rebuttal Schedule C-3
Page 1
Witness: Bourassa

Description
Federal Income Taxes

Percentage
of

Incremental
Gross

Revenues
3163%

State Income Taxes

No.
1
2
3
4
5
6

Other Taxes and Expenses

Total Tax Percentage 38.60%8
9
10
11
12

Operating Income % : 100% Tax Percentage 61 .40°0

14
Gross Revenue Conversion Factor

Operating Income 'M 1.628616
17
18
19
20

SUPPORTING SCHEDULES RECAP SCHEDULES
A-1
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Chaparral city Water Company
Test Year Ended December 31. 2006

Cost of Preferred Stock

Exhibit
Rebuttal Schedule D-3
Page 1
V\Atness; Bourassa

End of Test Year End of Protected Year

Line
No

Description
of Issue

Shares
Outstanding Amount

Dividend
Requirement

Shares
Outstanding Amount

Dividend
Requirement

NOT APPLICABLE. NO PREFERRED STOCK ISSUED OR OUTSTANDING

10

17 SUPPORTING SCHEDULES RECAP SCHEDULES
Rebuttal D-1



Chaparral City Water Company
Test Year Ended December 31. 2006

Cost of Common Equity

Exhibit
Rebuttal Schedule D-4
Page 1
Witness: Bourassa

The Company is proposing a cost of common equity of 11.5%

SUPPORTING SCHEDULES RECAP SCHEDULES
Rebuttal D-1



4-» 39 8 8
c: I\- (\l (D

'r" 1* 1'-
\
1.

8
LT
q-v"

39
O
m
v

O
q-
co
q) (0
-  w:J
U  8Q) »_
o  O

U) m

4: _Ag 8
8  8  c :

L13 8 §
G) E

2

8 8 8
<r <r l\

8
of
N1-

8
( " )

o f
1.-

8
QQ
LOv-

8
my
o

39
pa
O

\ °
3 v* .Loo '- av 6.J

1.

8
Lo

O
\ -

I

>
c
cu

(0

o U)

3
(I)
G.)
0:

8
3
(I)
0.)
Cr
E
O.
<
(_)

Q .

§.4
Q S

»-8
.gun
; " 5
>-8'
O E
Q E

3
EE:/>a
m

. c
U

' o
C
as(D

m 9
5 cm

3

LL
O
Q

£ 8
`3@

cy98
go
*w I¢: o

gown-
£ u _ u _ u .
w o o d

G.)
O)
m
\_
G.)
>
<

E
O.
<»:
o

LL
O
a
G)
c>
Q
G.)
>
<

q ) .

C o neo<ruwLolooo>o3 Z " *
<-nc*7~<ru5<or o o o u c ; >w- n c ' ><rm L o l m

4\



N 0: of of m 0:< Z Z Z Z Z

of Lf) LO N (y) O
v' LO O`> cm (\| co
O  (O (\1 m  O  q -
l \ <r  m  N  m  L O

69 69 69 ea he 99

Y" © N  m O  o f
07  v  | \  -  ea  o f
m O of LO of O

99 <49 €49 <45 he 69

8  8  8  8  8  8
N 1\ LO O LO
w of OF m OF m

<2 <2 o o E  <13

w- (\| <*> q- LO CO

O (\l(~r)q-l_( j(OI\@Qj(3 (\I(")<! ' lO(OI\G)



8 8 8 8 8 8(O of v~ (\I O q-
v' LD (") O W' WY\ co l\ l\ (O N

888888vnmwom
<xJ<!-tocncooo(\l("J(\I(\l¢*)(\I

0 \ 0 \ 0 \ 0 \ 0 \ ¢
L n c o o u o c f z m

Lr><rLou'>u'>u'>

8 8 8 8 8 8LT q- Q- O f\ |\
LO LO of of m |\<r LO <r q- v <r

€ & O o § w
1- (\| of q- u'>(O

O

O C\I W@©N@®© n m v m m w



r

G)

c"'
Y
Q

83 (I)'o<v SY
6 O

mU)
_. Upg83mg

x ;

m

G) - o11185888888E3§mwm o o8:5 2<~!<'?~.°?QN-<u.@oooocococo,_
8 8|\ v'
m m
of of

3
8 <*> m
Lu LQ 49 'co ivLD (y) Z

.- 8 84-1
m l\ (\1
ugly) O)

M LD

8 8l\ m
Q <9
LD LO

I

v>
Q)
U'
C
cu

. c
o
m
C
c
m
' u
C
3
o
Q
E
o
o

D
09888888

o><rl Lno>n
8 8
<r ©
LQ 0?
("J <-

.C+4
3
Q

u - OX ">8£8888' to 3(r>q'\-Oq-(0OO muuw\-uvmov
E t > v m m©w
.:

8 8v' <*)
' '
(O LO

( D

o
>~w

ET
Q UJ

1..
cy
GJ
?
m
>
u .

o@§§( )§ Q ®8@mum - -~q-
8 o
N QN .Q- (')

a 2
*-I 3Ru; *s

LL

88
O iv

c

88gr.
.f: o
o c
as

om
.Lp

3 (0 GJ
Ks' o
O 8
an C
c: Lt_J

m
Q.
E
o
O

a
cuC E 8

6 3 .Q
O E u' o
O < < O O

C
m

E

_
GJ

8 cu
468758

.__ 4-1

a - .889
§<§238

==6C 23,
ECI)

énd¢m

ETZ
< <Q  _
LU O
> UJ
<( E
O. O_
3  3
o  O
m m
(D <9

LO
9
O
2
3
U
(D
.cO
U)

3
.Q
a>

C r

G)
(D

U )

o
m o3 _c
(U <0
> >-

in
G.)
o
L _

3
O
U)

0) .
c § nmvm© mmo§nm @ @
_I

of U) o 1- N co v 10 (D l\ of
1- 1- N N N N N N N N N



0 \0 \0 \0 \0 Xo'o'o'o'o
Q cu m w ou o

o o o o o o w o o

9 \c > \o \o \o
m <r Eu co Lo Lo
LT (O U)O LO (O

g  g  g  §  8  g
of 1- (Q G) m

v m (\1 m '-'
-  N  O  1 -  v - LO

<1)888§88vrmoucooom9;°Lf>.<'2LQ'o>°Q<ro5 c"'<'>m<r

<E O O 2 UP

W Cal<"><r LD (O

O (\l(y)q-;_()(QI\(Qg')C) (\l(*)9'LOCOl\(XO

6



0 \0 \0 \0 \0
o ' o ' o ' o ' o
l (" ¥\

c o o o o

> ay

SIE 66 5 .
< O O E (I)

v- (\| m v Lo Lo

Q>lr<;'l§>i

O N <rLocol ooo>o n m v m m \ m* N < ' ) < t * 0 < 9 ' \ ° ° 0 ° - - ° - < - \ - v - n m m m m c w c w m c w

3



rm
ur*-/

w-
+ 8 8 8

cy Mw(yow
q_) _ 1 - @ ®>8l°w@< :J (D o

Cf)

2
(I) _a
U) (0 .C
L.. _C *g

(5 O
g og0 q-
f*!°Q

o

f"-.
_8

8 8
o  O
9' \-

(O
<1-'
é
m cu3 (I)`U m
G.) (0
63 3
_ an

*-' cu.Q x: V'
3 anX d) C

m

§8 8 8
> o  o
ll) Y" LO LD

(D \- O (\|

8 .Q
§$8$
088;g
@1\Lou'>

8 8
LO <r
<9 co
LD LO

4--
N*./

C

3 8 8 8
a> ._ o o o
Ru (1) LO O O
M M 07 N 1-

8 8
N  o
v- O
N  N
1- 1-

r
\
\

3
of m
<r vO o

Pa
8.2
go
up
g m
4-aC

Gs
3kw

°"6
E t

4)
819
~.§
5:1

t"\1-
-./

(\J cf> m
4: Lo v <r
.o o o Q o4-» ._C ~4-»
m cw
ea M
Lx

6 'Ks
cu m '63 3
U)
C g m 1..-

O

cL\_
O

._
G)in

2'° _o 44
~33an o x

cm 'E 8.0<~4>a>O

§"'=-58?--

é<\ic*5vlu'>'c6

o9:
E <3-cv

LlJ
( 9  Z
<  <m . . . .
UJ O
> LU
< (  E
G.  Q.
: )  3
O  O
m  m
(9  ( f )

m. . .
cu

O
Q)
c

2/5 _I
G) G.)
8 3
3 8O
(O

q) .O O N @ W © © N ® ® O n m





(D

@
" 6 4-0

+* 3(D._ o" >
8 8
0402
(\| ' t -
1 - 1 -. c

on

*u +a)"5>~U
...- i(_) .

'CJOLu-ET'
_Co ?

<r+888888°°1-co<")u0n<r

of
<r
D
q) (0
3 (I)
U Q
an 3
(_) O
U) m
_ asu 8 <n.Q G)
3 4:m.,_.

u_l of 3

1-

9
888888-£L0(D("7l\OO§ N m n m Q .

0(Dw(1)(0q)(\l
(D

8f\
07of

9
; ; 8av 8 o

N N \°
<6 9 o o

<6 Qu
of v- 8

N

8
O
W.
m

UC
G)
jg
8
a

1

co (D of O N o
O LD m N |\

v - O \- O O O
ot".

an*-/

*__ _in
*  8
an av
Z >-

.>
Q

|

f-xt"-.../
-4-4
o
o_
(D

o v u u c o o o v-  Lo

G.)
O

D.O
cy
o

».(D

O

3(U
us* "a.m_`g 8
5825gnu.

g<Q&
¢5;.*:8
3 2 3 3
a"-°'"65.8€'3_ax ,_

834
_g°Eg'm"

o:>o"8
6 E 3

O

d_L.

Lo

*F
Q
<n
2
:r
U
q)
.C
o
(D

of
O
O
N
<12
.Q
E
G.)4-1Q.
<1>
(J)
as4(0
Q

of
6 0
N O
2 6 1
as ,-
C ( \ l
<
' E n
q_)O
g o

>a>
C c

cy*UC

(I)
a> o

U)a>4-»(04-*
U)
C m

C

& ` *G) ._
o E o ' < u

G.)
G)
m

E0
(54-I

L. 3G.) 0 ;
Cm.'§ 88m ._

3 Et;
O < < O O E ¢ / >

é<\io6vl6<6

UJ
C92
< <
LUG
>LLl
< 2
O_O.

O O
0:01
w e p-

<1> o
8 :i .c
8 9 Q
(I)

. (*)QLO(OI\8Z°|-n1-f><ru~»<or o o c n O § " * , _ , _ , _ , _ , _
(U
C of Q) o r' N of

v" t (\I N (\1 N



,I _ + 5 Q
3 >- m cm 3 o v go/ "\

I*-
\.../

8̀
.O U' > -M d 1" co v-

_ .Mn

UP
U +m "5 >» 'u

4-1
U)
O

8 8
Loco

au

f" .
c o*u./

8©
N|\

cuU)U)m

- 8
Q mG) ._

r: :J 8
.Q 8 <v
.r" r" C.- ._ 4-1x  o . -
Lu to 3

(D

r"-
99,

> _ C  8 £ 8 $ 8 8
Q n o w - c o c o z o_§ mmnnn

§ N 8 @ l D l \ N
o
(D
2
.o
N
C

8
m
3
co

8  8  8
MIC O \-'
> v' (D LT

v-° O (W

, -

3,
8 8 8*IN O <r_Q o N m
1\ LO lD

r"-.
c"°m.;

UcTJ 88888£G93\-ovmo»ovouE*-cov-\-<r1-c¢>
8>-nmm<" '<r<\ l

o
O
N
m

r

I
\

»""-.
fol\.!

9
we2 5

of (O of O N o
ID v- o Lm 1- m | \

" D \- O \- O O O
>

_,msc

I
q--
\.../

(!)ID I\ v- CD (\l0 q-|.0¢IQq)\-|_0
'60-CDI\l \LDI\O3

a>
( o

D.

U)a>
cu

O

3

E
L_.

65-£2
U P

O X
m

G.L..
O

N
<r
a
U
C
(0
<Q
<r
Q
2
3
'o
G.)

. c
o

(I)

g
3
.Q
G.)
m
G)
G.)

(D

w
O
O
(\|

4.)
_D
E
q)...
Q.
Q)
(I)
(0
4-4

(0
a
4 of
a> oN O
>~n
C  N
< \_

am
E .Q
<1> O
E  o
'6  O
8 ea
c: C
an 23C ._

U)
a> o

g
___o

~;3
83 a
am--

7,83
Nac,"

£<_4138
320
822
Om*-L
_ N U
Sue
88*'8
588

.QE
D O

8

9545
138198
*<f>"3;'5
cy ._

¢%.:<C§30
b E O--

é¢\i<*$vluiL6

LU

£3 4M  _
l_l_l O
> Lu
<  E
O. D.
3  3
O  O
Q :  o :
£9 (D 1 -

an o

o 2 .c
3  9  m
o >-
cm

G) o (\|(")Q'L()(OI\l9070 w a v. g z m m < r uuLo | \ ooc n ` _ *_ . , _ , _ , _ , __ , _ , _ ( \ , N ( \ , N ( \ ,

\

co



89 89 BQ 8 SQ BE
<o o cm N of 1\

BE 8 82 39 8 a
(D m Lf) o

N co 1\ N (D
I*  | \  m  1 \

8 82 82 SQ 59 SQ
o  o  o  o  o  o
of of of of of of
no m (D co (D to

u ' J o o m r - o
cu ou cu oa cn

I - o o o o o o o o w

o"" 0* o'. 0* o* d
O) N m GJ G)

N <*> <9 m <r N

o f  ( D  m  o  N  O

of LO f \ v- ¢r> (\|
v LT of of 1-

Igloo N I \  I f ) l \ C)
(v) y* m N

E I E E E E .
< o o ' 2 < / )

n v a v n n c o C o m o` - < \ ' F , " ' r ' D ' a ) O 1 - v - 1 - \ - < - < - v - ' \ v - 1 - ( \ I ( \ l ( \ l ( \ I ( ' \ l





88 8~<r N ofLo m m
LT LO Lo

(\I

Y
a
2 8
3 m

<v

o
co an

.Q 3
_Q .Q

'63 x
E cm
<u tr
2

E
3
E
9
O.

g 838aaaaaaaaas8©om©mVMW@" Q "@- - - - . "of$<rLdm'm<or~Loao
8
r ~Q
<r

\ 1. \3 L_..c 3
o

3 k/S
. _ (I)

a>
Ex an .-

up Cr E
ll ll II ll II ll II ll II ll ll ll ll II II ll H ll I! II H

4-1
m

>
:s
w

888888£8888$88$8OvM&NNN@N®WOWNONNv®NNWW@@ W@©W Wu~>v.o<l-<r<r<r<r~<r<r<r<r<r<r<r<r<r
8
1 *

LQ
<r

8 8 8
W 1- LO
q- LO <r
<r <r <r

G.)
cm G.)
S
an 3 re

< Q 4

-C as
*E (Y) a>
O

E
,*;

I 1 I 1 I I I r I I I I I I I g I I I I I

U
4-1 C

3
Q. a 6
x E no

Lu

a> ea'G x
0)

8$888888888$88$$@®C7I\lD\-(N¢D\'O¥(\lW'W'©O'l\
w  m  v  m  v  ©  w  ~  m o w w  v  v  o n

8
of
of
of

8 8 8
'\- CO (
Q <r <r
O O W
(\I cw N

r

\̀ ll II II ll ll ll II ll l l l l l l II l l l l l l l l l l

41(D
OL.

\888888888$$8888
3"" §£ §3$@¢@ @°>1-v-1-\-\-r"1-\-1-v"\-\-1-1-'r-

8
Q
( Q
1 '

8 8 8
N LO (")
1- Q' (")
l\ l\ of

+ + + + + + + + + + + + + + + + + + + + +
$3
m
O

52
m
g
a:
O
(D

'U
Ca> 3
12 .Q
.>_ >-
D

88$88$£8$8888888vmov vmmmmmm\"(\|¢')¢")<I"(O(D(DI\CO(Ol\1'1'OONNNNNNNNNNNNM<V>M<V>
8
1-
an
cw

8 8 8
o |\ m
O) m o
N N co

cu

x.
a>
N

_>~
(0
C

<

E

E
8

>

88
0_0)

En:
8*a
W e

>8
up
so
="6
88£ 8
UP <

5
Q.
E
o
O

wU
C
O

U)
>
<
c:
o
E
N

Q)
a)

I\o°8
o  oN N
o

. c
o G)

.c
4- 1

c
o
E

-4-4 . _ 4-1own _o...~->~ c7>o_§33w6 ®8©W5w§3=®"><i(DOZO->LL§<(§ -;<((/>
>o

4-4
C
G)
O
a>

re :

U)
U) >

m<_.g
-Cm

o
0I-a>38

E-CE:

:m o mo o o o.comm
:umm

4- 1

r:
m
E
4- 4
8 a>
> Z
C in
G)C M

u) . - _
8 3 S
3 3 'o
o vs cu
cm > LL

q) ._c 0lx-(\I(")l<I'L()(Of\COOT»O_IZ *(\|(*)9'LOLOl\(1)O'>O*(\1(.0l'\(X)O)O\-(\I(*)<I`LD
v'\-\-'v'\"<-<-\-'-C\I(\l(\l(\I(\4(\I(\l<lf)<IO<*)C"><*)<'7



(I)
J

o

<9
co

8
m.
q-1-

I

8
| \

O
v -

l\
oO
(\I
(DN
Q)\-

4-*4-'

m

9'
Q
q_) (0
3 w
3 £3
_ C D
o  O
in  m
-  a s

x as in.Q a>3 C(D . _
u p  m  3

Q
X ll ll

o<\i
Cr

I
I

Q.
of

8
LD

LD

8
<r
"=r
we'

4-4
(5

<DIO
§
G.)

>< X X
I

W t
3

(v)
cy

4-1
a>

. D

o f
OF

of
m
O

13
of
(D

cy

o

+ + + aq)

+4

E?

8
<r
m

8
cf;
q-

0) ~._ o cl>~O£o "' in
g m

G.)

I

4-¢ _,_,

§§
CN4:
8 9Ev:
o

L- x..
C m

4*
m

_Can

0.33
5,82
38-8
83; N

U.
m
LU
£ < n84:

~: Ov"
0 1 5

w e

' 5 V - 3

- I o
... Ann

"'>

B E d )
l-34:

2 ==2</>
E is,`

.Q ; ¢ Q .5 ;.
3 mm
w Ecu >- EG) :

e g g

. in

E <°<»*.s
~ ,=%,8l\w8
l0"5.c'E 0§

E
D.mg ,

3
Q..co of O O

O o
'U
I._
(D

6 'U 'ES

S 1.u en._ _ tn
m (5 <
8 m E
. : >- r
O w 0-q) (5

1- O

:x o4-4

Q

as

El
u_

ED.<
O
E3
E
2a
xU)
no
*qs
x__
m
2

ll) (D

OF Q:

§ E

3

.2
CL
<
O
E
D

E
9
Q .

.Q
of
+ 4

Q)
i f
(5
E
E
O

85.Q

4-4
C
G)

3
O

(D
U)
(0
G)
>
<

uol:mo8€
ea 0U>§q) 335ggw E O

>o¢6 ...450) 5§
o f a:*5,§
N N n E E 0- ->~
t - \- M
._ c al ca>a)< 01-
Q Q 4-4 Ou-
228== o
O O (Dog

a> 84,98ZE>{C-C¢0 CmV)`§
a>aa8E.uE

4
-oz04338

v v a mG)G.) . - cLL.LL>I(.)(5

_¢1>a
.8'3<

§<=
1- (\I (') "¢ lO

G)
C ,-(\l¢~qq~L{)(Ql\¢()g)©)(\l(Y7ILO <o of m Ov* 1' 1- - (\|

1

o o 33 ii
GJ



i

Chaparral City Water Company
Test Year Ended December 31, 2006

Revenue Summary
With Annualized Revenues to Year End Number of Customers

Exhibit
Rebuttal Schedule H-1
Page 1
V\hiness: Bourassa

Meter
8 4

3/4 Inch
1 Inch

15 Inch
2 Inch
3 Inch

Class
Residential
Residential
Residential
Residential
Residential

Present
Revenues

$ 3,455,850
2,342.394

31 ,414
123,686

10,012

5

Proposed
Revenues

4,655,740
3, 150,272

42,256
166,173
13,436

$

Dollar
Change

1,199,890
807,877
10.842
42,487

3.424

Percent
Chance

34.72%
34.49%
34.51 %
3435%
34. 19%

Percent
of

Present
Water

Revenues
45.08%
30.56%
0.41%
1.61%
0.13%

Percent
of

Proposed
Water

Revenues
42.24%
28.58%
0.38%
1 .51 %
0.12%

Subtotal 5,963,356 8,027,876 2,064,520 34.62% 77.79% 72.84%

3/4 Inch
1 Inch

1.5 Inch
2 Inch
3 Inch
4 Inch

Commercial
Commercial
Commercial
Commercial
Commercial
Commercial

$ 67,867
98,618

140,840
222,208

14.217
34,290

$ 91 ,337
132,660
189.480
298,523

19,056
46.128

23,471
34,044
48,639
76,315
4,839

1 1,838

34.58%
34.52%
34.54%
34.34%
34.04%
34.52%

0.89%
1.29%
1.84%
2.90%
0.19%
0.45%

083%
1.20%
1.72%
2.71%
0. 17%
042%

Subtotal S 578,038 $ 777,183 s 199,146 34.45% 7.54% 7.05%

3/4 Inch
1 Inch

1.5 Inch

Industrial
Industrial
Industrial

$ 304
272
328

$ 410
366
441

$ 106
94

113

34.78%
34.36%

0.00%
0.00%
0.00%

0.00%
0.00%
000%

Subtotal $ 904 $ 1.216 312 3453% 0.01% 001%

$ $ 89.05%
9598"/1

0.90%
2.33%
1.75%
2.11%
1.99%
4.21%

1.19%
3.18%
2.36%
2.85%
2.93%
6.24%

3/4 Inch
I inch

1.5 Inch
2 Inch
4 Inch
6 Inch

Irrigation
Irrigation
Irrigation
Irrigation
Irrigation
Irrigation

69,200
178,745
134,012
161,987
152,769
322,475

130,820
350,299
260,613
314,013
322,747
687,598

61 ,620
171,554
126.602
152,026
169,977
365,123

93.85%
111.26%
113.23%

Subtotal 1,019,188 2,066,090 1,046,902 102.72% 13.30% 18.75%

$ $ 77
971
453

4277%
71.57%
70.11%

0.00%
0.02%
0.01%

0.00%
0.02%
0.01%$

3/4 Inch
1 Inch
2 Inch
3 Inch
4 Inch

Construction
Construction
Construction
Construction
Construction

181
1857

646
18.826
2,247

259
2.328
1 .099

35,555
3.753 $ 1.507 67.07% 0.03% 0.03%

Subtly¢al $ 23,256 $ 42,993 $ 19,737 84.87% 0. 30% 0.39%

3 Inch
4 Inch

Fire Hydrant Meter (Irrigation)
Fire Hydrant Meter (Irrigation)

$ 65,878
9.178

$ 88,263
12,350

22,385
8,173

33.98%
34.57%

0.86%
0.12%

080%
0.11%

Subtotal $ 75,055 $ 100,613 25,558 34.05% 0.98% 0.91%

34 inch
1 Inch

1.5 Inch

Fire Sprinkler
Fire Sprinkler
Fire Sprinkler

$ 5.164
244
363

$ 5,165
245
363

1

1

1

003%
0.54%
0.24%

0.07%
0.00%
0.00%

0.05%
0.00%
000%

Subtotal 3 006% 0.08% 0.05%

Line

1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
LG
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
51
52

Total Revenues Before Annualization

$

s

5,770 $

7,665,558 s

5,774

11.621,746 S 3,356,178 4378% 160.60% 106.00%



Chaparral City Water Company
Test Year Ended December 31, 200e

Revenue Summary
V\hth Annualized Revenues to Year End Number of Customers

Exhibit
Rebuttal Schedule H-1
Page 2
Witnessi Bourassa

Revenue Annualization
Additional
Bills to be

Sold

Schedule
NumberMeter

8 4
3/4 Inch
1 Inch

1.5 Inch
2 Inch
3 Inch

Class
Residential
Residential
Residential
Residential
Residential

Present
Revenues

S 2,317
65,260

860
253

1,790

Proposed
Revenues

$ 3, 122
87,764

1,157
340

2,403

Dollar
Change

805
22,504

297
87

613

Percent
Chanqe

3474%
3448%
34.51%
34.34%
34.23%

61
1,415

7
1
5

Additional
Gallons to
be Pumped
(In 1,000'$)

639 C-2, P711
13,151 C-2, P72

215 C-2, P7.3
72 C~2, P7.4

421 C-2, P7.5

Subtotal $ 70.480 $ 94,786 24,306 34.49% 1.489 14,497

3/4 Inch
1 Inch

1.5 Inch
2 Inch
3 Inch
4 Inch

Commercial
Commercial
Commercial
Commercial
Commercial
Commercial

$ (50) s
2.647
1,934
(778)
(206)

(68)
3,561
2,602

(1 ,046)
(276)

(17)
914
668

(267)
(70)

0.00%
3452%
34.54%
0.00%
0.00%
000%

(1)
38
12
(3)
(1)

(14) c-2, P76
704 C»2, P77
551 C-2, P78

(222) c-2, P73
(24) c.2. p7.1o

Subtotal $ 3,547 $ 4,774 49,839 140580°/0 45 996

3/4 Inch
1 Inch

1.5 Inch

industrial
Industrial
Industrial

$ $ 0.00%
0.00%
0.00%

Subtotal $ $ 0 00%

$ 792
6,585
1,901

$ 1.484
12,847
3,681

693
6.262
1,780

21
78
12

324 C-2, p7.11
3.086 c-2. P712

869 C-2, P7.13

3/4 Inch
1 Inch

1.5 Inch
2 Inch
4 Inch
6 Inch

Irrigation
Irrigation
liTigation
Irrigation
Irrigation
Irrigation

(101,269)
(232,932)

(220,273)
(506,290)

(119,004)
(273,357)

87.53%
95. 10%
93.63%
0.00%
000%
0.00%

(2) (64,916) C-2, P7.14a&b
(148,914) c-2. P7.15a&b

/

Subtotal $ (324,924) s (708,551) (383,627) 118 07% 109 (209,550)

3/4 Inch
1 Inch
2 Inch
3 Inch
4 Inch

Construction
Construction
Construction
Construction
Construction

s $ 0.00%
000%
0.00%
0.00%
0.00%

Subtotal $ s 0.00%

3 Inch
4 inch

Fire Hydrant Meier (Irrigation)
Fire Hydrant Meter (Irrigation)

$ $ 0.00%
0.00%

Subtotal s s 0.00%

34 inch
1 Inch

1.5 Inch

Fire Sprinkler
Fire Sprinkler
Fire Sprinkler

$ $ 0.00%
0.00%
0.00%

Subtotal $ $ 0.00%

Line
E l
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
LG
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
54
55
56
57

Total Revenue Annuaiization s (250.897) s (608,991) $ (309,482) 0.00% 1 ,643 (194,058)



Chaparral City Water Company
Test Year Ended December 31, 2006

Revenue Summary
V\hth Annualized Revenues to Year End Number of Customers

Exhibit
Rebuttal Schedule H-1
Page 3
Witness: Bourassa

$

Dollar
Chanqe

3.356178
(358,094.01)

2.998.084

Percent
Chanqe

43.78%
142.73%
40.43%

Percent
of

Present
Water

Revenues
100.00%

Percent
of

Proposed
Water

Revenues
100.00%

5.53%
3
4
s

Subtotal Metered Revenues
Subtotal Revenue Annualization
Total Metered Revenues

Present
Revenues

s 7,665,568 $
(250,897)

7.414,671 $$

Proposed
Revenues

11.021 ,746
(608,991 )

10,412,755 s

82.289 $ 82.2897
8
9
10

Misc. Revenues
Reconciling Amount Io GL
Total Water Revenues $ 7.505,010 $ 10,495,967 $

(7,127)
2.990.957 3985'%

Revenue ReconciliatWn

$

$

7,665,568
7.673.618

(8,050)

Revenue per bill count before revenue annualization
Revenue per GL (metered water revenues)
Difference
Difference 'M
Tolerance %
Tolerance Amount + or

050%
38.368

12
13
14
15
16
17
18
19
20
21
22

Acceptable?

27

33

40



Chaparral City Water Company
Test Year Ended December 31, 2006

Customer Summary

Exhibit
Rebuttal Schedule H-2
Page 1
Witness: Bourassa

(a)
Average

Number of
Customers

at
12/31/2006

3/4 Inch
1 Inch
1.5 Inch
2 Inch
3 Inch

Meter Size, Class
Residential
Residential
Residential
Residential
Residential
Subtotal

8.368
4,000

21
39
3

12,431

Average
Consumption

8,450
10,095
29,821
72,924
70,226

$

Averaqe Bi l l
Present Proposed
Rates Rates

32,38 43.63
48.14 64.74

120.55 162.15
256.77 344.96
322.97 433.41

s

Proposed Increase
Dollar Percent

Amount Amount
11.26 34.77%
16.60 34.49%
41 .60 34.51 %
8819 34.35°/>

110.44 34.19%

3/4 Inch
1 Inch
1.5 Inch
2 Inch
3 Inch
4 Inch

Commercial
Commercial
Commercial
Commercial
Commercial
Commercial
Subtotal

115
114

66
71

5
4

375

12,528
17,907
47,736
68,389
34,550

186,146

$ 46.97
67.83

165.69
245.34
233.06
696.09

$ 63.22
91 .24

222.92
329.58
312.39
936.41

16.25
23.41
57,23
8424
79.33

240.32

34.59%
34.52%
34.54%
34.33%
34.04%
34.52%

5,375 $
$
$

24.63
22.70
65.56

$
s
$

33.20
3050
8814

8.57
7.80

22.58

34.82%
34.36%
34.44%

3/4 Inch
1 Inch
1.5 Inch

Industrial
Industrial
industrial
Subtotal

1
1
0
2

8.000

3/4 Inch
1 Inch
1.5 Inch
2 Inch
4 Inch
6 Inch

Irrigation
Irrigation
Irrigation
Irrigation
Irrigation
Irrigation
Subtotal

145
170

68
52
4
3

442

16,732
41,781
76,173

119,346
1,813,070
5,451,042

$
$
$
$
s
$

39.70
87.88

164.23
259.18

3,055.39
8,957.63

$
$
$
$
$
$

75.05
172.22
319.38
502.42

6,454.93
19,09993

35.35
84.34

155.15
243.24

3,399.54
10,142.31

89.05%
95.98%
94.47%
93.85%

111.26%
113.23%

3/4 Inch
1 Inch
2 Inch
3 Inch
4 Inch

Construction
Construction
Construction
Construction
Construction
Subtotal

1
3
0
4
t
8

959
11 ,803
36,000

180,682
94,500

$
$
$
$
$

15.10
41.11

129.16
427.86
374.42

$
$
$
$
$

21.55
70.54

219.71
808.07
625.54

6.46
29.42
90.55

380.21
251.12

42.77%
71.57%
70.11%
88.86%
67.07%

3 Inch
4 Inch

Fire Hydrant Meter (Irrigation)
Fire Hydrant Meter (Irrigation)
Subtotal

26
1

26

26,121
515,917

$
$

211.82
1,529.63

S
$

283.80
2,058.38

71.98
528.75

33.98%
34.57%

Line

1
2
3
4
5
6
7
8
g

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46

47

34 inch
1 Inch
1.5 Inch

Fire Sprinkler
Fire Sprinkler
Fire Sprinkler
Subtotal

43
2
3

48

3
63
28

$
$
$

10.01
10.16
10.07

$
$
$

10.01
10.21
10.09

0.00
0.05
0.02

0.03%
0.54%
0.24%

Total 13,333

(a) Average number of customers of less than one (1), indicates that less than 12 bills were issued during the year,



Chaparral City Water Company
Test Year Ended December 31, 2006

Customer Summary

Exhibit
Rebuttal Schedule H~2
Page 2
Witness: Bourassa

Average
Number of
Customers

at
12/31/2006

Median Bill
Median Present Proposed

Consumption Rates Rates
5.500 $ 24.94 $

Proposed Increase
Dollar Percent

Amount Amount

39

133.93
272.29
476.74

3/4 Inch
I Inch
1.5 Inch
2 Inch
3 Inch

21 .500
51 .500
83.000

20278
355.16 121.58

34.82'%
34.47%
34.49%
34.28%
34.23%

1
2
3
4
5
6

Meter Size. Class
Residential
Residential
Residential
Residential
Residential
Subtotal 12.431

4.501 $ 2494 $ 8.62
12.60
27.37

34.58%
34.45%
34.46%
34.08%
33.88%
34.470/>

8
9
10
11
12
13
14

3/4 Inch
1 Inch
1.5 Inch
2 Inch
3 Inch
4 Inch

Commercial
Commercial
Commercial
Commercial
Commercial
Commercial
Subtotal

13500
21.500
12.500
79.500

127.18
177.50
427.34

106.79
170.53
237.60
574.66 147.32

3/4 Inch
1 inch
15 Inch

Industrial
Industrial
Industrial
Subtotal

3.500 $ 19.90
22.70
45.40

$
$
S

6.94
7.80

34.87%
34.36%
34.36%

20.27 75479
77.210/<
72.33%
81 .75°A
77.48%

102.35%

16
17
18
19
20
21
22
23
24
25
26
27

3/4 Inch
1 Inch
1.5 Inch
2 Inch
4 Inch
6 Inch

Irrigation
Irrigation
Irrigation
Irrigation
Irrigation
Irrigation
Subtotal

3

8.500
15,500
24.500
63,000

157,000
1 ,312.000

$
$
$
$
$
$

26.86
46.88
8362

171 .28
471 .92

2250072

$
$
$
$
$
$

144.10
311.30
837.54

5,060.30

140.02
365.62

2559.58

4.70 34.56%
71 .03°k
8040°A
48.14%
69.370/

3/4 Inch
1 Inch
2 Inch
3 Inch
4 Inch

11,500
59,000
19,500

106,000

$
$
$
$
$

1350
40.64

165.04
176.42
392.36

$
$
s
$
$

297.73
261 34
864.55

132.69
84.92

272.19

29
30
31
32
33
34

Construction
Construction
Construction
Construction
Construction
Subtotal 8

3 Inch
4 Inch

Fire Hydrant Meter (Irrigation)
Fire Hydrant Meter (Irrigation)
Subtotal

26 9.500
561,500

$
$

169.94
1,641.98

$
s

227.42
2,209,61

57.48
567.63

33.839
34.57%

43 $
$

0.00%

36
37
38
39
40
41
42
43

34 inch
1 Inch
1.5 inch

Fire Sprinkler
Fire Sprinkler
Fire Sprinkler
Subtotal

10.00
10.00
10.00

$
s
$ 0.00%

47

Total 13.333

(a) Average number of customers of less than one (1), indicates that less than 12 bills were issued during the year
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Chaparral City Water Company
Changes in Representative Rate Schedules

Test Year Ended December 31, 2006

Exhibit
Rebuttal Schedule H-3
Page 3
Witness: Bourassa(

Present
Rates

$
$
$
$
$

Proposed
Rates

$
$
$
$
$

$

25.00
35.00
35,00
50.00
35.00
(a)
(a)
50.00
<b)
(C)
(C)
25.00

$

25.00
35.00
35.00
50.00
35.00
(3)
(a>
50.00
(b)
(c)
(c)
25.00$ $

1.50% 1.50%
$ 25.00 $  2500

Line
NO Other Service Charges

1 Establishment
2 Establishment (After Hours)
3 Reconnection (Deliquent)
4 Reconnection (Deliquent and After Hours)
5 Meter Test
6 Deposit Requirement (Residential)
7 Deposit Requirement (None Residential Meter)
8 Hydrant Meter Deposit
9 Deposit Interest
10 Re-Establishment (With-in 12 Months)
11 Re-Establishment (After Hours)
12 NSF Check
13 Deferred Payment, Per Month
14 Meter Re-Read
15 Charge of Moving Customer Meter -
16 Customer Requested per Rule R14-2-405B
17 After hours service charge, per Rule R14-2-403D
18
19
20 Late Charge per month
21 Off-site Facilities Hook-up Fee (See H-3, page 5)
22 CAP Hook-up Fee (See H-3, page 5)
23
24 (a) Residential - two times the average be. Non-residential - two and one-half times the average bill.
25 (b) Interest per Rule R14-2-403(B).
26 (c) Minimum charge times number of full months off the system. per Rule R14-2403(D).
27 (d) New water installations. May be assessed only once per parcel, service connection, or lot within a sub-
28 division. Purpose is to equitably apportion the costs of constructing additional off-site facilities to provide
29 water production, delivery, storage, and pressure among all new service connections.
30 (e) New water installations. May be assessed only once per parcel, service connection, or lot within a sub-
31 division. Purpose is to recover the costs of additional 1,931 a.f. of CAP allocation. Fee will be recomputed
32 annually to take into account carrying costs of unrecovered balance and annual payment.
33
34 IN ADDITION TO THE COLLECTION OF REGULAR RATES, THE UTILITY WILL COLLECT FROM
35 ITS CUSTOMERS A PROPORTIONATE SHARE OF ANY PRIVILEGE, SALES, USE, AND FRANCHISE
36 TAX. PER COMMISSION RULE 14-2-409D(5).
37 ALL ADVANCES AND/OR CONTRIBUTIONS ARE TO INCLUDE LABOR, MATERIALS, OVERHEADS,
38 AND ALL APPLICABLE TAXES, INCLUDING ALL GROSS-UP TAXES FOR INCOME TAXES, IF APPLICABLE.
39
40 All advances and/or contributions are to include labor, materials and parts, overheads and all applicable taxes.
41 including all gross-up taxes, if applicable.

Cost
Refer to
Above

Charges
15%
(d)
(Q)

Cost
Refer to
Above

Charges
15%
(d)
(e)



Chaparral City Water Company
Test Year Ended December 31, 2006

Meier and Service Line Charges

Exhibit
Rebuttal Schedule H-3
Page 4
Witness: Bourassa

2
3
4

Meter and Service Line Charqes

Present
Service

Proposed
Service

9
10
11
12
13
14
15
16
17
18
19
20
21
22

5/8 x 3/4 Inch
3/4 Inch
1 Inch
1 1/2 Inch
2 Inch / Turbine
2 Inch / Compound
3 Inch /Turbine
3 Inch / Compound
4 Inch /Turbine
4 Inch / Compound
6 Inch /Turbine
6 Inch / Compound
8 Inch & Larger

Charge
$ 385.00

385.00
435.00
470.00
630.00
630.00
805.00
845.00

1.170.00
1230.00
1.730.00
1.770.00
At Cost

$

Present
Meter
Install
action

Charge
135.00
215.00
255.00
465.00
965.00

1,690.00
1.47000
2265.00
2.35000
3.24500
4.545.00
6280.00
Al Cost

$

Total
Present
Charqe

520.00
600.00
690.00
935.00

1.595.00
2,320.00
2,275.00
3.110.00
3.52000
4,475.00
6,275.00
8,050.00
At Cost

Charqe
55 385.00

385.00
435.00
470.00
630.00
630.00
805.00
845.00

1,170.00
1,230.00
1,730.00
1,770.00
At Cost

Proposed
Meter
Install
action

Charqe
$ 135.00

215.00
255.00
465.00
965.00

1,69000
1,470.00
2,265.00
2,350.00
3,245.00
4,545.00
6,280.00
At Cost

Total
Proposed
Charge

$ 520.00
600.00
690.00
935.00

1.59500
2,320.00
2,275.00
3_110.00
3,520.00
4,475.00
6,275.00
8,050.00
At Cost

24
25
26

N/T = No Tariff

29

33



Chaparral city Water Company
Test Year Ended December 31, 2006

Hook-Up Fees

Exhibit

Rebuttal Schedule H~3

Page 5

Witness: Bourassa

Off-site Facilities Hook-up Fee

5/8 X 3/4 Inch

3/4 Inch

1 Inch
1 1/2 Inch

2 Inch

3 Inch

4 Inch
6 Inch or larger

38

Present
Charqe

1,000
1,500
2,500
5,000
8,000

16,000
25,000
50,000

$

Proposed

Charge

1,000
1,500

2,500
5,000

8,000

16,000

25,000
50,000

i
\

Line

No.

1

2
3
4

5
6

7

8
9
10

11

12
13

14

15

16
17
18

19

20
21

22
23
24
25
26

27
28

29
30

31

32

33

34
35

36

.



1

2

3

4

FENNEMORE CRAIG, P.C.
Norman D. James (No. 006901)
Jay L. Shapiro (No. 014650)
3003 N. Central Avenue
Suite 2600
Phoenix, Arizona 85012
Attorneys for Chaparral City
Water Company, Inc.

BEFORE THE ARIZONA CORPORATION COMMISSION

5

6

7

8

9

10

DOCKET NO. W-02113A-07-0551

11

IN THE MATTER OF THE APPLICATION
OF CHAPARRAL CITY WATER
COMPANY, TNC., AN ARIZONA
CORPORATION, FOR A
DETERMINATION OF THE CURRENT
FAIR VALUE OF ITS UTILITY PLANT
AND PROPERTY AND FOR INCREASES
IN ITS RATES AND CHARGES FOR
UTILITY SERVICE BASED THEREON.12

13

14

15

16

17

18 SUPPLEMENTAL REBUTTAL TESTIMONY OF

THOMAS J. BOURASSA19

20

21

(RATE BASE, INCOME STATEMENT,

REVENUE REQUIREMENT, RATE DESIGN)
22

23

24

25

26

FENNEMORE CRAIG
APROFESSIDNAL CORPORATION

PMOENlX

I



r

1

2

TABLE OF CONTENTS

3 INTRODUCTION AND PURPOSE.

4 11. PROPOSED LOW INCOME TARIFF......

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

2130134.1

23

24

1.

Ioa 0aa0ggn1aagtlic 1

25

26



1.

Q-

INTRODUCTION AND PURPOSE.

PLEASE STATE YOUR NAME AND ADDRESS?

My name is Thomas J. Bourassa and my business address is 139 W. Wood Drive,

Phoenix, AZ 85029.

Q- HAVE YOU PREVIOUSLY SUBMITTED DIRECT TESTIMONY IN THE

INSTANT CASE?

Yes, my direct testimony was submitted in support of the initial application filed

on September 26, 2007, and my rebuttal testimony was filed on October 31, 2008.

Q, WHAT IS THE PURPOSE OF THIS SUPPLEMENTAL REBUTTAL

TESTIMONY?

To present the Chaparral City Water Company's ("CCWC" or "Company")

proposal for approval of a lower income tariff.

11.

Q-

PROPOSED LOW INCOME TARIFF.

DOES THE COMPANY CURRENTLY HAVE A LOW INCOME TARIFF?

No.

Q- WHY IS THE COMPANY PROPOSING THAT A LOW INCOME TARIFF

BE APPROVED IN THIS RATE CASE?

Low income tariffs are an established regulatory tool used by regulatory

commissions to provide some relief to lower income ratepayers. The Commission

has approved low income tariffs for a number of utilities, and with the recent

downturn in our economy, the Commission has focused even more on the need for

these tariffs. As a result, CCWC wants to provide an opportunity for those

customers that truly need assistance to lower their cost of water utility service.
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A.

A.

Q,

A.

A.

A.

DOES THE LOW INCOME TARIFF IMPACT THE COMPANY'S

REVENUE REQUIREMENT?



Q-

A.

No. The low income tariff shifts the recovery of the revenue requirement between

customers. Those customers that pay the nonna rates for water utility service are

subsidizing those customers that obtain a discount on the cost.

HAS THE COMPANY PREPARED A LOW INCOME TARIFF?

Yes. Attached at Bourassa Supplemental Rebuttal Exhibit 1 is the Company's

proposed low income tariff.

Q- WOULD YOU PLEASE DESCRIBE THE COMPANY'S PROPOSED LOW

INCOME TARIFF?

Yes. Customers meeting the qualifications as set forth in the proposed tariff would

receive a 15 percent discount off their water bill. The primary criteria would be

based on the combined gross annual income of all persons living in the household.

For example, as shown on the proposed tariff, a 4-person household with a total

gross annual income of less than or equal to $31,800 would meet the criteria. As

defined in the proposed tariff, gross annual household income means all money

and non-cash benefits, available for living expenses, from all sources, both taxable

and non-taxable, for all people who live in the home.

Q- HOW WOULD A CUSTOMER SIGN UP FOR THE PROGRAM?

By completing an application and eligibility declaration and submitting proof of

income to the Company. The form of the application and eligibility declaration

would be approved by the Commission. A sample application and eligibility

Q,

declaration is attached as Bourassa Supplemental Rebuttal Exhibit 2.

HOW WERE THE GROSS ANNUAL HOUSEHOLD INCOME LIMITS

DETERMINED IN THE PROPOSED TARIFF?
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A.

A.

A.

A.

The income guidelines are based on 150 percent of the 2008 federal poverty

guidelines.



Q- WOULD THE GROSS ANNUAL INCOME LIMITS BE UPDATED

ANNUALLY?

Yes. Federal poverty guidelines are updated annually and published in the Federal

Register (January). Accordingly, the Company would update its gross annual

household income limits annually.

Q~ How WOULD CUSTOMERS BE MADE AWARE OF THE LOW

INCOME TARIFF PROGRAM?

Providing customers with information about the low income tariff program will be

an ongoing process. Notice of the new rates implemented in this rate case would

include information about the low income tariff. Additional information would be

provided by bill inserts, and on CCWC's website. In addition, new customers

would be made aware of the program upon signing up for new service.

Q- HOW WOULD THE COMPANY TRACK THE PROGRAM COSTS AND

PROGRAM COST RECOVERY?

The program costs (the discounts given to participants plus a 10% fee for

administration and carrying costs) would be recovered from non-participants via a

commodity surcharge. The Company would maintain a balancing account to keep

track of the program costs and the collections made from non-participants. The

surcharge would be computed annually based on the prior year costs and

collections.
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Q, WHEN WOULD THE COMMODITY SURCHARGE TO NON-

PARTICIPANTS BEGIN?

A.

A.

A.

A.

One year after the program begins. In order to determine a basis for the first

surcharge computation, the CCWC will track the program costs for 12 months.

Upon completion of the 12-month period, the Company will compute a surcharge

intended to collect the prior year's program costs over the next 12 months.



Accordingly, the first year surcharge will be computed by dividing the program

costs by the gallons sold to non-participants during the 12-month period.

Subsequently, the program costs and surcharge collections will be accumulated in

the balancing account for the next 12-month period. The next year's surcharge

will be computed by dividing the balancing account balance by the gallons sold to

non-participants during most recent 12-month period.

Q- CAN YOU PLEASE PROVIDE AN ILLUSTRATION?

A. Yes. Assume that during the first 12 months of the program $20,000 in costs are

incurred (including the administrative fee and canoing costs) and 500,000

thousand gallons were sold to non-participants during that 12-month period. The

commodity surcharge for the second year would be $0.04 per 1,000 gallons

($20,000 divided by 500,000 thousand gallons). If during the second year,

$25,000 in program costs are incurred, $22,000 is recovered via the surcharge to

non-participants, and 550,000 thousand gallons are sold to non-participants, then

the commodity surcharge for the third year would be $0.0418 per 1,000 gallons

($20,000 program costs for first year less $22,000 in surcharge collections plus

$25,000 programs costs for the second year) divided by 550,000 thousand gallons).
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Q- WOULD THE COMPANY BE WILLING TO SUBMIT AN ANNUAL

REPORT TO THE COMMISSION?

A. Yes. CCWC expects that it will need to submit an annual report showing the

number of participants for the year, the discounts given to participants,

administration fee and carrying costs, and the collections made from non-

participants though the surcharge. The Company would also report the balance of

the low income balancing accounts and show a computation of the next year's

commodity surcharge and submit updated gross annual income guidelines for the

next year.



Q- WOULD THE SURCHARGE APPEAR SEPARATELY ON CUSTOMER

BILLS?

Yes. The surcharge would be identified as "Low Income Assistance Charge.
97

Q- DOES THE COMPANY HAVE AN ESTIMATE OF HOW MANY

CUSTOMERS WILL QUALIFY FOR THE LOW INCOME TARIFF

DURING THE FIRST YEAR NEW RATES WILL BE IN EFFECT?

As CCWC has no prior experience administering this type of program in Fountain

Hills, it can only offer a rough guess. One source researched stated that 4.6% of

all residences in Fountain Hills were below the 2007 Federal poverty level. With

an approximate connection count of 13,500, there would be 621 connections with

no reduction for non-residential accounts. Of this total, CCWC estimates that half

of the accounts are in individually metered residential connections as opposed to

those living in master-metered apartment buildings. Out of these roughly 300

eligible connections, the Company assumes that two-thirds would participate and

sign up for the program.

Q- WHAT WOULD BE THE IMPACT ON AN AVERAGE CUSTOMER

BILL?

Based on the existing bill for median usage on a PA" meter currently at $24.94, the

impact would result in a reduction of $3.74.

Q- WHAT WOULD BE THE COSTS OF THE PROGRAM ON THE ABOVE

ESTIMATES?

Our best estimate of the annual surcharge would be $3.74 times twelve months,

times 200 accounts, times 1.10% for the administrative charge and carrying costs.

This would equal approximately $9,875 per year.
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A.

A.

Q-

A.

A.

WHAT IS THE ESTIMATED TOTAL ADMINISTRATION FEE AND

CARRYING COSTS OF THE PROGRAM?



About $900 ($3.74 times 12 months times 200 customers times 10 percent).

Q- WHAT WOULD BE THE SURCHARGE BASED ON THE 2006 GALLONS

SOLD?

About % cent per 1,000 gallons, or about 4 cents on the average % inch customer

bill.

Q- PLEASE EXPLAIN.

A. Per the Company's rebuttal filing, the gallons sold, including the gallons from the

revenue annualization, is 1,863,004 thousand gallons (2,084,339 thousand gallons

minus 221,335 thousand gallons from the revenue annualization). The gallons

sold to participants will be 20,280 thousand gallons (8,450 gallons for average %

inch customer times 12 months times 200 customers divided by 1,000). The gallon

basis for the surcharge will be 1,842,724 thousand gallons (1,863,004 thousand

gallons minus 20,280 thousand gallons). Dividing $9,500 by 1,824,724 thousand

gallons yields a surcharge of about % cent. The average % inch customer uses 8.45

thousand gallons, so the surcharge for an average PA inch bill would be about 4

cents (8.45 thousand gallons times % cent) per month.

Q- DOES THAT CONCLUDE YOUR SUPPLEMENTAL REBUTTAL

TESTIMONY ON THE COMPANY'S PROPOSED LOW INCOME

TARIFF?
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BOURASSA SUPPLEMENTAL REBUTTAL
EXHIBIT 1



CHAPARRAL CITY WATER COMPANY (CCWC)
ALTERNATE RATES FOR WATER (ARW)

DOMESTIC SERVICE - SINGLE FAMILY ACCOMMODATION

APPLICABILITY

Applicable to residential water service for domestic use rendered to low-income households where the
customer meets all the Program Qualifications and Special Conditions of this rate schedule.

TERRITORY

Within all Customer Service Areas served by the Company.

RATES

Fifteen percent (15%) discount applied to the regular filed tariff.

PROGRAM QUALIFICATIONS

2.
3.
4.
5.
6.

The CCWC bill must be in your name and the address must be your primary residence or you must be a
tenant receiving water service by a sub-metered system in a mobile home park.
You may not be claimed as a dependent on another person's tax return.
You must reapply each time you move.
You must renew your application every two years, or sooner, if requested.
You must notify CCWC within 30 days if you become ineligible for ARW.
Your total gross annual income of all persons living in your household cannot exceed the income levels
below:

Effective January 1, 2008 (T)

No. of Person
In Household

Total Gross
Annual Income

1 $15,600
2 21 ,000
3 26,400
4 31 ,800
5 37,200
6 42,600

For each additional person residing in the household, add
$5,400.

(T)

1.

(Continued)



For the purpose of the program the "gross household income" means all money and non cash benefits, available
for living expenses, from all sources, both taxable and non taxable, before deductions for all people who live in
my home. This includes, but is not limited to:

Wages or salaries
Interest or dividends from:
Savings accounts, stocks or bonds
Unemployment benefits
TANF(AFDC)
Pensions
Gifts

Social Security, SSI, SSP
Scholarships, grants, or other aid

used for living expenses
Disability payments
Food Stamps
Insurance settlements

Rental or royalty income
Profit from self-employment
(iRs form Schedule C, Line 29)
Worker's Compensation
Child Support
Spousal Support

SPECIAL CONDITIONS

Application and Eligibility Declaration: An Application and eligibility declaration on a form authorized by the
Commission is required for each request for service under this schedule. Renewal of a customer's eligibility
declaration will be required, at least, every two years.

Commencement of Rate: Eligible customers shall be billed on this schedule commencing with the next
regularly scheduled billing period that follows receipt of application by the utility.

Verification: information provided by the applicant is subject to verification by the Utility. Refusal or failure of
a customer to provide documentation of eligibility acceptable to the Utility, upon request by the Utility, shall
result in removal from this rate schedule,

Notice From Customer: It is the customer's responsibility to notify the Utility if there is a change of eligibility
status.

5. Rebilling: Customers may be re-billed for periods of ineligibility under the applicable rate schedule.

6.

2.

4.

1.

Mobile home Park and Master-metered: A reduction will calculated in the bill of mobile home park and master-
metered customers, who have sub-metered tenants that meet the income eligibility criteria, so an equivalent
discount (15%) can be passed through to eligible customer(s).
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BCURASSA SUPPLEMENTAL REBUTTAL
EXHIBIT 2



Please attach proof of income for eligibility verification.

r

(N)

CHAPARRAL CITY WATER COMPANY
APPLICATION AND DECLARATION FOR

ALTERNATE RATES FOR WATER PROGRAM

Your Name (Please Print)

I am a sub-metered tenant of a mobile home park or apartment complex

I lChaparral City Water Company Account No. | I I I I I I I

Service Address

Mailing Address
(If different from above address)

Telephone No. (home)

Numberof people living in your household: Adults|

Total Gross Annual Income of Household

II

(work)

| +Children | ll | = Total | ll I

By signing below, I certify under penalty of perjury that this information is true and correct under
the laws of the Arizona. I will provide proof of income and I will notify Chaparral City Water Company of any
changes that affect my eligibility. I understand that if I receive the discount without meeting the
qualifications for it, I may be required topay back the discount I received.

Customer Signature

Mail completed application to:

Date

Chaparral City Water Company
Alternative Rates Program
P.O. Box 9016
San Dimas, California 91773

FOR CHAPARRAL CITY WATER COMPANY USE ONLY

Date received Date Verified Verified By
(N)
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1.

Q-

INTRODUCTION, PURPOSE AND SUMMARY.

PLEASE STATE YOUR NAME AND ADDRESS?

My name is Thomas J. Bourassa and my business address is 139 W. Wood Drive,

Phoenix, AZ 85029.

Q- HAVE YOU PREVIOUSLY SUBMITTED TESTIMONY IN THE INSTANT

CASE?

Yes, my direct and rebuttal testimony were submitted in support of the initial

application and the rebuttal filing in this docket by Chaparral City Water Company

("CCWC" or "Company").

Q. WHAT IS THE PURPOSE OF THIS TESTIMCNY?

I will provide rejoinder testimony in response to the surrebuttal filings by Arizona

Corporation Commission Utilities Division Staff ("Staff") and the Residential

Utility Consumer Office ("RUCO"). This first volume of my rejoinder testimony

relates to rate base, income statement and rate design for CCWC. In a second,

separate volume of my testimony, I also present an update to the Company's

requested cost of capital as well as provide responses to Staff and RUCO on the

cost of capital and rate of return applied to the fair value rate base, and the

determination of operating income.

Q~ BESIDES RUCO, HAS EITHER OF THE OTHER TWO INTERVENERS

SUBMITTED PREFILED TESTIMONY IN THIS RATE CASE?

Not to my knowledge.

Q, WHAT IS THE REVENUE INCREASE THAT THE COMPANY IS

PROPOSING IN THIS REJOINDER TESTIMONY?

The Company is proposing a total revenue requirement of $10,410,741, which

constitutes an increase in revenues of $2,910,741, or 38.72% over test year
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Q- HOW DOES THIS COMPARE WITH THE COMPANY'S REBUTTAL

FILING?

In the rebuttal filing, the Company requested a total revenue requirement of

$l0,495,967, an increase in revenues of $2,990,951 or 39.85%. The difference

arises from acceptance of a number of additional rate base and income statement

adjustmentsproposed by RUCO and Staff plus a few additional adjustments from

the Company.

PLEASE SUMMARIZE THE PROPOSED REVENUE REQUIREMENTS

AND RATE INCREASES FOR THE COMPANY, STAFF, AND RUCO AT

THIS STAGE OF THE PROCEEDING?

Q-

The proposed revenue requirements and proposed rate increases are as follows:

Revenue Requirement Revenue Inch. % Increase

Company .. Rebuttal $10,495,100 $2,990,957 39.85%

Staff - Surrebuttal Unknown Unknown Unknown

RUCO - Surrebuttal $8,649,488 $1,144,478 15.25%

Company Rejoinder $10,410,741 $2,905,731 38.72%

MR. BOURASSA, ARE STAFF'S NUMBERS LISTED AS

"UNKNOWN"?

Because Staff did not provide any schedules with its surrebuttal filing.

WHY

DOES THAT MEAN THAT STAFF'S SURREBUTTAL REVENUE

REQUIREMENT AND REVENUE INCREASE HAVE NOT CHANGED

FRGM ITS DIRECT FILING?
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I cannot say for certain one way or another. It appears that Staff has accepted at

least one of the Company's rebuttal adjustments that would alter its revenue

requirement and recommended rate increase and rates. See Surrebuttal Testimony

of Marvin E. Millsap ("Millsap Sb.") at 6.
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11.

Q-

RATE BASE.

A. Rejoinder OCRB Rate Base Adjustments.

WOULD YOU PLEASE DISCUSS THE COM PANY'S  PROPOSED

REJOINDER ORIGINAL COST RATE BASE, AND IDENTIFY ANY

ADJUSTMENTS YOU HAVE ACCEPTED FROM STAFF AND/OR

RUCO?

A. The Company's rejoinder rate base adjustments to OCRB are shown on Rejoinder

Schedules B-2, pages 2 through 4. Rejoinder Schedule B-2, page 1, shows the

rebuttal OCRB. Schedule B-2, page 2, summarizes the adjustments made to the

OCRB I

Rejoinder OCRB adjustment number l, as shown on B-2, page 3, accepts

RUCO's adjustment to plant-in-service for general office post test year plant. See

Surrebuttal Testimony of Timothy J. Coley ("Coley Sb." at 6). The "post test year"

plant was recorded in Me first week of January 2007 and I believe this is just a

timing problem. And while I believe that the "post test year" should be included in

rate base as it was used and useful at the end of the test year, revenue neutral, and

necessary to serve the year-end level of customers, the Company has accepted the

adjustment to help eliminate issues between the parties.

Rejoinder OCRB adjustment number 2, as shown on B-2, page 4, accepts

RUCO's adjustment to accumulated depreciation for general office post test year

plant. Id. The adjustment is zero because there was no depreciation recorded as of

the end of the test year.

Q-

B. Reconstruction Cost Rate Base Adjustments.

WOULD YOU PLEASE DISCUSS THE COMPANY'S REJOINDER

ADJUSTMENTS TO THE RCRB?
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Schedules B-3, pages 2 through 4. Rejoinder Schedule B-3, page 1, shows the

rebuttal RCRB. The rejoinder B-3 adjustments reflect the rebuttal B-2 adjustments

at the reconstruction cost level.

Rejoinder RCRB adjustment number 1, as shown on B-3, page 3, accepts

RUCO's adjustment to RCN plant~in-service for general office post test year plant

and corresponds to the OCRB adjustment number l discussed above.

Rejoinder RCRB adjustment number 2, as shown on B-3, page 4, accepts

RUCO's adjustment to RCN accumulated depreciation for general office post test

year plant and corresponds to the OCRB adjustment number 2 discussed above.

Q-

C. Rejoinder To Staff On Rate Base.

WHAT RATE BASE ISSUES REMAIN IN DISPUTE BETWEEN THE

COMPANY AND STAFF?

Again, I cannot say for certain given that Staff has only addressed two rate base

issues in its surrebuttal filing-treatment of the FHSD settlement proceeds and

accumulated depreciation. Staff ignores my rebuttal testimony on the issues

related to errors contained in Staffs accumulated depreciation adjustments, which

impact the determination of the Company's rate base. See Rebuttal Testimony of

Thomas J. Bourassa ("Bourassa Rb.") at 9. And even where Staff does address

CCWC's rebuttal rate base testimony, the testimony lacks any specificity

whatsoever. See e.g., Millsap Sb. at 2, 4-5.

Q- PLEASE COMMENT ON STAFF'S RESPONSE TO YOUR REBUTTAL

TESTIMONY, ON PAGE 11,  CONCERNING THE ACCUMULATED

DEPRECIATION ADJUSTMENT TO GENERAL OFFICE

TRANSPORTATION EQUIPMENT.
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While CCWC may have indicated that the accumulated transportation equipment

was $43,666.60, in the Company's direct filing, transportation equipment was
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included as fully depreciated. Bourassa Rb. at 11. It has no impact on rate base.

Q- WHY IS THERE A DIFFERENCE BETWEEN THE RESPONSE TO A

DATA REQUEST BY THE COMPANY ON ACCUMULATED

DEPRECIATION AND THE AMOUNT INCLUDED IN THE FILING AND

THE C()MPANY'S WORKPAPERS?

Q.

A.

I

I do not know at this time. I am not sure if the information contained in the data

response was the tax basis or book basis. The information provided to me by the

Company during preparation of the application indicated that general office

transportation equipment was fully depreciated for book purposes. This

information was included in the Company's work papers provided to Staff, and the

data request response appears to be a mistake. The amount of accumulated

depreciation is included in the Company's proposed accumulated depreciation for

general office equipment. As per the Company's direct filing, general office

transportation equipment was fully depreciated. Bourassa Rb. at ll.

WHAT IS STAFF'S RESPONSE TO CCWC'S REBUTTAL TESTIMONY

ON THE TREATMENT OF THE FHSD SETTLEMENT PROCEEDS?

Summed up, Staffs testimony appears to be that it is right for reasons that are not

identified and that Staff does not need to provide support or address prior decisions

that provide guidance on how to treat these proceeds because every case stands on

its own. Millsap Sb. at 2.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

Q- DO YOU AGREE WITH MR. MILLSAP?

No, I believe Mr. Millsap's view is overstated. I am not a lawyer, so I am not in a

position to debate the precedential effect of prior Commission decisions from a

legal perspective. But clearly the Commission relies on ratemaking treatments

followed in prior cases. For example, we have been using a method of

determining property tax expense from case to case for water and sewer
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companies. Chaparral City Water Company, Decision No. 68176 (September 30,

2005), at 13-15, Elack Mountain Sewer Corporation, Decision No. 69164

(December 5, 2006), at 10-12, Rio Rico Utilities, Decision No. 67279 (October 5,

2004), at 8, Arizona Water Company, Decision No. 64282 (December 28, 2001) at

12-13, Bella Vista Water Company, Decision No. 65350 (November 1, 2002), at

16, Arizona-American Water Company, Decision No. 67093 (June 30, 2004), at 9-

10. The Commission has relied on the treatment of post test year plant in past rate

cases to decide what to do in other cases, and the Commission also routinely looks

at rate case expenses in prior cases to determine an appropriate level of this

expense in new case. See, e.g., Chaparral City Water Company, Decision No.

68176 (September 30, 2005), Rio Rico Utilities, Inc., Decision No. 67279

(October 5, 2004), Bella Vista Water Company, Decision No. 65350 (November 1,

2002). Staffs recommendations regarding the use of account specific depreciation

rates are regularly adopted by the Commission. CNoparral city Water Company,

Decision No. 68176 (September 30, 2005), at 15. Another example of precedential

effect includes the treatment of purchased wastewater capacity in the Black

Mountain Sewer case. See Decision 69164 (December 5, 2006) at 8. It is

misleading and inconsistent of Staff to say that every case stands on its own,

implying that past decisions have no role in this or any other rate case.
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Q- BUT MR. BOURASSA, YOU WOULD AGREE WOULDN'T you, THAT

EVERY CASE HAS ITS OWN UNIQUE FACTS AND CIRCUMSTANCES?

There may be some limited exceptions to this, but yes, each rate case presents a

unique set of facts. But that doesn't mean that we abandon prior decisions that

provide guidance on how rates should be determined. Regulated utilities rely on

these decisions to operate their systems, maintain their books and records, and

prepare rate filings. I believe that the Commission should try to rely on prior cases
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and apply them on a consistent basis to the facts presented in each case. And

where it doesn't, I believe the Commission should provide a reasoned basis for

deviation from the treatment afforded in the past in situations where the facts were

materially similar.

Q~ WHAT ABOUT MR. MILLSAP'S CLAIM THAT THE COMPANY DIDN'T

SEEK COMMISSION GUIDANCE ON THE TREATMENT OF THE

SETTLEMENT PROCEEDS?

This is somewhat ironic. First, I suspect that had the Company come in and asked

for this so-called guidance, Staff would have argued and the Commission would

have ruled that the issue needs to be decided in a rate case. In my experience,

when guidance is sought regarding issues outside of a rate case, both Staff and this

Commission have rarely, if ever, provided a guaranteed regulatory treatment and

often state that regulatory treatment will be decided in the next rate proceeding.

And if the Commission were to provide the guidance Mr. Millsap implies we

should have obtained (Sb. at 2), I should think it obvious that the Arizona Water

Company-Eastern Group decision we have relied on all along would have been at

the center of that discussion. It should also be recalled that the same argument

Staff is making here was rejected in that case. Bourassa Rb. at 14 (citing Decision

No. 66849 at 35). The bottom line, in my opinion, is we haven't seen any adequate

explanations from Staff because Staff lacks any legitimate basis or support for

rejection of the Company's recommended sharing of the settlement proceeds .
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Q- HOW DO YOU RESPOND TO MR. MILLSAP'S TESTIMONY

REGARDING THE AMORTIZATION OF THE SETTLEMENT

PROCEEDS?

It is a matter of opinion as to whether the amortization should follow a half-year

convention or a full-year convention. My recommendation to use a half-year

FENNEMQRE CR.A1G
PR()l"l£SSIONAL CORPORATION

PDIUFNIX

A.

A.



1

1

convention for computing amortization is consistent with the treatment of

depreciation for plant-in-service and contributions-in-aid of construction. Had I

used a fUll-year convention, the amortized portion of the settlement proceeds

would have been lower and the rate base higher. So, ratepayers are benefiting

80m a lower rate base and lower revenue requirement from the Company's choice

to use a half-year convention.

Q- DOES STAFF ACCEPT ANY OF THE COMPANY'S REBUTTAL RATE

BASE ADJUSTMENTS IN ITS SURREBUTTAL?

No.

Q. DO STAFF AND THE COMPANY CONTINUE TO DISAGREE ON THE

ALLOCATION FACTOR USED FOR ALLOCATING GENERAL OFFICE

PLANT AND ACCUMULATED DEPRECIATION?

Yes. I agree with Staff that the 4-factor general office allocation rate of

4.0 percent recommended by Staff is better matched to the test year. However, as I

have stated, I have used RUCO's proposed lower allocation rate of 2.8 percent to

try to help eliminate issues between the parties. Bourassa Rb. at 10-11 .

At this point, this appears to be a dispute between Staff and RUCO.
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Q-

D. Rejoinder to RUCO on Rate Base.

WHAT RATE BASE ISSUES REMAIN IN DISPUTE BETWEEN THE

COMPANY AND RUCO?

RUCO has changed course and now supports Staffs confiscation of one half of

the proceeds from the Company's settlement with FHSD. Coley Sb. at 18-19.

RUCO also has changed its position with respect to treatment of CCWC's recent

acquisition of an additional allocation of CAP water. Id. at 21-22. RUCO also

continues to assert that the Company has improperly amortized its CIAC balance

and that there is a rounding error in CCWC's RCND. Id. at 20-21, 23-24.
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WHAT RATIONAL DOES RUCO OFFER FOR ACCEPTING STAFF'S

POSITION?

RUCO claims that the FHSD settlement is different than the settlement in the

Arizona Water Company-Eastern Group case because here the wells are fully

depreciated. Id. RUCO provides no proof of this fact, nor does it make any

attempt to demonstrate why it matters.

DOES RUCO EXPLAIN HOW THIS FACT SUPPORTS GIVING 100% OF

THE SETTLEMENT PROCEEDS OVER TO RATEPAYERS?

No, and I do not know why it is relevant. The Commission did not focus on this

factor in the Arizona Water case, it focused on the need for a policy that motivates

utilities to take action to protect the interest of both ratepayers and shareholders.

Staff and RUCO's position has the opposite effect.

Q. DOES RUCO ADDRESS ANY OF THE CO1VIPANY'S REASONS FOR

PROPOSING A SHARING OF THE PROCEEDS OF THE FHSD

SETTLEMENT?

No.

CCWC'S AN CAP

ALLOCATION?

RUCO now adopts Staff's position that the cost of acquiring this additional

allocation should be afforded rate base treatment. However RUCO recommends

that only 50% of the acquisition cost be rate based. Coley Sb. at 2 l .

WHAT CHANGE DID RUCO MAKE IN ITS POSITION REGARDING

RECENT ACQUISITION OF ADDITIONAL
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HOW DOES THE COMPANY RESPOND TO

RECOMMENDATION?

RUCO'S

CCWC disagrees. RUCO's position ignores the fact that the Company did not

have the option to purchase only half of this additional allocation. Direct
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Testimony of Robert Hanford ("Hanford Dt.") at 5-7, Rebuttal Testimony of

Robert Hanford ("Hanford Rb.") at 5-7. You have to look at this as one asset,

indivisible into distinct parts. Because CCWC could either purchase the entire

1931 acre-feet or none of this additional allocation of CAP water, if part of

allocation is used and useful then it is all used and useful for purposes of rate base

treatment.

Q- DOES THE COMPANY DISAGREE WITH RUCO'S COMPUTED

ACCUMULATED AMORTIZATION OF CIAC?

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

Yes. RUCO believes that a composite rate of 3.3588 percent should have been

used for amortizing contributions-in-aid of construction ("CIAC") from the last

case to the instant case. Coley Sb. at 20. The Company disagrees. First, no

specific amortization rate was authorized in Decision No. 68176. Second, in my

experience, no specific amortization rate is authorized when account-specific

depreciation rates are authorized. In my view, this is because the amortization rate

is expected to be adjusted to match the composite depreciation rate for each year.

Third, using a fixed composite rate for amortization of CIAC which may be set by

the Commission over lengthy intervals between rate cases can result in significant

mismatches between net plant-in-service and net contributions-in-aid of

construction, which distorts the rate base because plant-in-service can depreciate

faster than contributions are amortized and vice versa. Remember, CIAC is used

to found plant-in-service. Therefore, CIAC should be amortized at a rate consistent

with the depreciation rate on the plant which the CIAC is assumed to be funding.

In the instant case, and in the last case, the CIAC was assumed to be funding a

portion of all plant-in-service, so a composite depreciation rate for all plant was

used to compute amortization including operating expenses along with
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depreciation expense The bottom line is it does not make sense, from a matching

perspective, to keep the amortization rate fixed while the overall composite

depreciation rate varies from year to year.

Q- DOES RUCO ACCEPT ANY OF THE COMPANY'S REBUTTAL RATE

BASE ADJUSTMENTS IN ITS SURREBUTTAL?

Yes. RUCO has accepted the Company explanation of the $32,536 difference in

plant found in the Company's direct tiling. Bourassa Rb. at 5. Accordingly,

RUCO has made an adjustment to its OCRB plant-in-service. Coley Sb. at 17.

RUCO has also adopted Staffs recommendation to capitalize certain

operating expenses. Coley Sb. at 16. The Company adopted both RUCO's and

Staffs recommendation on capitalized expenses in its rebuttal. Bourassa Rb. at 7.

All the parties are now in agreement on capitalized expenses. RUCO has also

agreed with a corresponding adjustment to accumulated depreciation for

capitalized expenses. Coley Sb. at 17.

111.

Q-

INCOME STATEMENT.

A. Income Statement Adjustments.

WOULD YOU PLEASE DISCUSS THE COMPANY'S PROPOSED

REJOINDER ADJUSTMENTS TO REVENUES AND EXPENSES AND

IDENTIFY ANY ADJUSTMENTS YOU HAVE ACCEPTED FROM STAFF

AND/OR RUCO?

The Company rejoinder adjustments are detailed on rebuttal schedule C-2, pages

1-8. The rebuttal income statement with adjustments is shown on rejoinder

schedule C-1.
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There are circumstances where CIAC is used to fund specific types of plant like transmission
and distribution mains, reservoirs, or water treatment facilities. In those cases, and where the
CIAC can be specifically traced to the plant funded, the CIAC amounts and corresponding plant
depreciation rates should be used to amortize CIAC in order to insure plant and CIAC are
properly matched.
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In rejoinder adjustment number 1, the depreciation expense is annualized,

reflecting the plant-in-service adjustments discussed above. Depreciation expense

has decreased slightly from the Company's rebuttal filing due to the plant-in-

service adjustment I discussed above .

Rejoinder adjustment number 2 adjusts property taxes using the Company's

rejoinder proposed revenues. I continue to employ the methodology used by Staff

and recognized in past Commission decisions. Bourassa Rb. at 17. Any difference

between Staff  and the Company with respect to property taxes is due to a

difference in the parties' respective proposed revenues. RUCO continues to

recommend use of 2004, 2005, and one year of proposed revenues. Coley Sb. at

10 and RUCO Surrebuttal Schedule TJC-30.

Rejoinder adjustment number 3 decreases outside services expense and

reflects the Company's adoption of RUCO's proposed removal of outside service

contract costs for an operator. Coley Sb. at 33. Since rebuttal, the Company has

confirmed that an employee was hired to perform the services provided by the

outside contractor. Since the employee labor costs were included in the

Company's salaries and wages annualization, this is an appropriate adjustment.

Rejoinder adjustment number 4 removes the negative expense amount of

$1,294 for general insurance and sets general insurance expense to zero. This

adjustment should have been made in the rebuttal filing but was overlooked. A

negative expense amount does not make sense.

Rejoinder adjustment number 7 removes lobbying expenses of $950

associated with the dues paid to the Investor Owned Arizona Water Utilities

Association. The recommendation to remove this expense was made by Staff in its

direct filing but was overlooked in the Company's rebuttal.

Rejoinder adjustment number 6 synchronizes interest expense with the
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Company's rejoinder FVRB .

Rejoinder adjustment number 7 reflects the proposed increase in income

taxes on adjusted test year expenses and proposed rejoinder revenues.

Q.

B. Rejoinder to Staff on Income Statement.

WHAT ISSUES REMAIN IN DISPUTE WITH STAFF WITH RESPECT

TO THE INCOME STATEMENT?

A. It is difficult  to say. Like the testimony on rate base, Staffs response to our

rebuttal testimony on the income statement is short, cursory and provides almost

no detail to support Staff's position. One could conclude that because Staff has no

basis to contradict the Company's rebuttal since it  said virally nothing. That

said, rate case expense and Staffs normalization of certain expenses by averaging

remain in dispute. Millsap Sb. at 3-6. Also in dispute is the normalization of

general insurance, where Staff recommends the Company's rebuttal proposed

amount of negative $1,294. Millsap Sb.  at  6. Staff does not  provide an

explanation of why it no longer normalizes general insurance while continuing to

recommend the normalization of chemicals expense and repairs and maintenance

expense using expenses in years prior to the test year. Id. at 6.

Q. WHAT IS STAFF'S SURREBUTTAL TESTIMONY REGARDING RATE
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A.

CASE EXPENSE?

That "Mr. Millsap's recommendation is based on the classification of die utilities

involved" and that  he "mentioned" other water companies in a data request

response. Millsap Sb. at 3. This conclusory testimony provides no support for

Staffs recommendation.

Mr. Millsap also testifies that they had to conduct a lot of discovery in this

case because of the ALJ and the Commission, which expect them to conduct an

adequate analysis. Id. This second point misses the mark. No one questioned
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Q. HOW DOES ADDRESS THE

whether Staff had to do an analysis. CCWC just pointed out that Staff's extensive

discovery impacted the level of rate case expense. So does Staff' s lath hour

introduction of a new witness on the cost of equity. But Staff ignores any case-

specific impacts to rate case expense. This is rather ironic given Staff's argument

that every case stands on its own.

Finally, Mr. Millsap states that rate case expense should be "normalized"

not amortized, but he doesn't say why and still offers no support for his position,

which conflicts with a long line of Commission decisions ordering rate Case

expense to be amortized. Millsap Sb. at 3.

In short, Staff made no effort to address the Company's concerns that its

position was essentially unsupported and in conflict with past Commission

decisions on rate case expense. Bourassa Rb. at 24-27. Staff also ignored our

rebuttal concerning the rate case expense for the appeal and remand. Id. at 24-25.

See also Hanford Rb. at 11-12.

STAFF COMPANY'S REBUTTAL

TESTIMONY REGARDING STAFF'S ADJUSTMENTS TO NORMALIZE

CHEMICALS, INSURANCE

EXPENSE?

Staff really doesn't address this testimony. Bourassa Rb. at 31-32, Hanford Rb.

at 8. Mr. Millsap just testifies that "normalization is a basic ratemaking principle"

and that it makes the test year "as normal as possible". Millsap Sb. at 5.

REPAIRS AND MAINTENANCE AND

Q- DOES MR. MILLSAP PROVIDE ANY EXPLANATION OF HOW THESE

ADJUSTMENTS MAKE THE TEST YEAR "AS NORMAL AS

POSSIBLE"?

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

A. No. Id. at 5-6.
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Q-

Q~

A.

Q-

DOES STAFF ACCEPT ANY OF THE COMPANY'S REBUTTAL

ADJUSTMENTS TO THE INCOME STATEMENT IN ITS

SURREBUTTAL?

Other than to recommend a negative $1,294 of general insurance expense as

shown in the Company's rebuttal income statement, no. As I explained above, the

Company is now recommending the expense be zero.

C. Rejoinder to RUCO on Income Statement.

WHAT ISSUES REMAIN IN DISPUTE WITH RUCO WITH RESPECT TO

THE INCOME STATEMENT?

RUCO continues to advocate its methodology for determining property tax

expense. Coley Sb. at 31-32. RUCO also continues to oppose recovery of rate

case expense for the appeal and remand. Rigsby Sb. at 4-5.

DOES RUCO PROVIDE ANY FURTHER SUPPORT FOR ADOPTION OF

ITS PROPERTY TAX EXPENSE ?

Not in my opinion. RUCO instead argues that prior property tax expense levels

were higher than the level of this expense actually incurred. But RUCO

completely ignores my rebuttal testimony where I offer several obvious reasons

that this has occurred. Bourassa Rb. at 19-21. As a result, RUCO has still failed

to provide any basis for deviating Boy the Commission's well-established

methodology for determining the level of property tax expense. Bourassa Dt. at

14. -

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

Q- WHY DOES RUCO CONTINUE TO OPPOSE RECOVERY OF RATE

CASE EXPENSE FOR THE APPEAL AND REMAND PROCEEDINGS?

Mr. Rigsby continues to assert that CCWC made a business decision to pursue the

appeal to increase its operating income. Rigsby Sb. at 4-5. RUCO's argument

misses the point. The Commission failed to follow the Arizona Constitution and,

FENNEMORE CRAIG
PRuF1§ss1or4nl CI}RE'I:)RA7flON

Pllolznlx

A.

A.

A.
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Q-

as a result, did not properly determine the Company's revenue requirement,

including the amount of operating income. The appeal and remand was the result

of that unlawful decision, and for this reason CCWC is entitled to recover a

reasonable amount of rate case expense for the appeal and remand.

OF "BUSINESSISN'T EVERY RATE CASE THE RESULT A

DECISION"?

Yes, if you follow Mr. Rigsby's logic. That would mean that rate case expense

would never be recovered, which flies in the face of long-standing policy. The

appeal and remand proceedings were a continuation of the same rate case, and the

Company is entitled to recover the additional expenses it incurred.

Iv.

Q-

RATE DESIGN.

PLEASE SUMMARIZE THE POSITIONS OF THE PARTIES WITH

RESPECT TO THE RATE DESIGN.

Staff does not provide any testimony in its surrebuttal on any rate design issue in

this case, and does not provide any schedules nor show its surrebuttal rates. As a

result, while I cannot state what Staff's recommended rates are, it does appear to

me that all parties continue to propose the same rate design as adopted by the

Commission in the last rate case for CCWC, Decision No. 68176 (September 30,

2005), with one exception: the rate oft irrigation and construction water.

Q. WHAT DO YOU MEAN STAFF DOES NOT ADDRESS ANY RATE

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

DESIGN ISSUE IN "THISCASE"?

In his surrebuttal testimony (at 1), Mr. Millsap addressed the Company's proposed

surcharge in another docket. While I disagree with Mr. Millsap's testimony,

because this is an issue in another docket, I am not going to address it in this one.

FENN EMORE CRAIG
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A.

_16_



The Company has already filed a corrected schedule showing the correct surcharge

in the correct docket. See Docket No. W-02113A-04-0616.

Q. WHAT IS THE DISAGREEMENT REGARDING THE RATE FOR

IRRIGATION AND CONSTRUCTION WATER?

Presently, the rate for irrigation (i.e., exterior water use for turf and landscaping)

and construction water is lower than the other commodity rates, including the

lowest rate block for residential customers. This low rate encourages the use of

potable water for exterior watering and construction-related purposes. The

Company recommends that the commodity rate for irrigation and construction

water be increased so that this rate is the same as the middle rate block for

residential customers and the initial rate block for conmrercial and industrial

customers. This is shown below in my proposed rejoinder rates. Staff agrees with

the Company in principle, but proposes to raise the commodity rate for irrigation

and construction water to a smaller extent, so that is closer to the middle rate block

for residential customers and the initial rate block for commercial and industrial

customers, but is still less.

Q. WHAT ABOUT RUCO'S ASSERTION THAT THE COMPANY

PROPOSES A HOOK-UP FEE TO RECOVER THE COSTS OF THE

ADDITIONAL CAP ALLOCATION?

A. The Company is not seeking approval of such a hook-up fee which is whys did not

address it in my direct or rebuttal testimonies. However, I inadvertently included

schedules which would lead one to believe otherwise, and RUCO correctly notes

that this was reflected in my H-3 schedules. Coley Sb. at 36.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

Q. DID STAFF POINT OUT A PROBLEM WITH A FOOTNOTE

CONCERNING THE TAXABILITY OF METER AND SERVICE LINE

CHARGES ON PAGE 4 OF YOUR H-3 SCHEDULES?
FENNEMORE CRAIG
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Yes. Millsap Dt. at 42. Staff is correct and this language was inadvertently

included on the schedule. It has been eliminated from the Company's rejoinder

schedules.

Q- WHAT ARE THE COMPANY'S PROPOSED REJOINDER RATES?

The proposed rates are:

A11 Classes

Meter
Size(inches)

Monthly
Minimum

Gallons included
in Monthly Minimum

3/4

1

1 1 /2

2

3

4

6

8

10

12

$ 18.15

s 30.25

S 60 .50

$ 96.80

$ 193.60

S 302.50

$ 605.00

s 1,119.25

$ 1,573.00

$ 2,783.00

0

0

0

0

0

0

0

0

0

0

Fire Hydrants used for
In*igat1on s 194.88 0

Fire Hydrants basic
Service S

$

0.00

10.00

0

0

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

Fire Sprinlder

FENNEMORE CRAIG
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The commodity charges and tiers by meter size are:

Residential, Commercial and Industrial Class

Meter
Size (inches) Tier (gallons)

Charge
per 1,000 gallons

3/4

1

1 1/2

2

3

4

1 to 3,000

3,001 to 9,000

Over 10,000

1 to 24,000

Over 24,000

1 to 60,000

Over 60,000

1 to 100,000

Over 100,000

1 to 225,000

Over 225,000

1 to 350,000

Over 350,000

6

8

10

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

12

1 to 725,000

Over 725,000

1 to 1,125,000

Over 1,125,000

1 to 1,500,000

Over 1,500,000

1 to 2,250,000

Over 2,250,000

s 2.262

$ 3.364

$ 4.044

$ 3.364

s 4.044

$ 3.364

$ 4.044

$ 3.364

s 4.044

S 3.364

38 4.044

$  3 .364

$  4 .044

$  3 .364

$  4 .044

$  3 .364

s  4 .044

$  3 .364

$  4 .044

$  3 .364

s  4 .044

FENNEMORB CRAIG
PluilL8sloHAI. CIIIPOIATIHH
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$3.364

$3.364

Irrigation Class

A11 Meter Sizes All gallons

Fire Hydrant Irrigation and Construction Class

All Meter Sizes All gallons

Standpipe (Fire Hydrants)

All Meter Sizes All gallons

Fire Sprinklers

All Meter Sizes All gallons $3.364

$3.364

Q- WHAT IS THE IMPACT OF THE COMPANY'S PROPOSED RATES ON

AN AVERAGE M INCH METERED RESIDENTIAL CUSTOMER?

The present monthly bill for a 3/4-inch metered residential customer using an

average of 8,450 gallons is $32.38. The proposed monthly bill for a 3/4-inch

metered residential customer using an average of 8,450 gallons is $43.27 - an

increase of $10.90 or 33.66% over the present rates.

Q. ARE THERE ANY CHANGES TO THE MISCELLANEOUS SERVICE

CHARGES?

No.

Q- ARE THERE ANY CHANGES TO THE METER AND SERVICE LINE

INSTALLATION CHARGES?

No.

Q- ARE STAFF AND THE COMPANY IN AGREEMENT ON METER AND

SERVICE LINE INSTALLATION CHARGES?

Yes.

WHAT ABOUT THE COMPANY'S PROPOSED LOW INCOME TARIFF?

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

This proposal was set forth in my supplemental rebuttal filed November 19, 2008,

so neither Staff nor RUCO has had a chance to address this proposal yet.
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Q. DO YOU HAVE ANY OTHER COMMENTS AT THIS TIME?

Yes. I prepared a revenue proof of the rates proposed by Staff in its direct filing.

Based on the revenue proof, believe that Staffs rates do not produce the revenue

requirement as set forth in Staffs direct filing. I am currently working with Staff

to identify the reason for the discrepancy and to resolve the issue .

Q- DOES THAT CONCLUDE YOUR REJOINDER TESTIMONY?

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20
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22

23

24

25

26

Yes.
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BOURASSA REJUINDER
SCHEDULES

(RATE BASE)



Chaparral city Water Company
Test Year Ended December 31, 2006

Computation of Increase in Gross Revenue
Requirements As Adjusted

Exhibit
Rejoinder Schedule A-1
Page 1
Witness: Bourassa

Fair Value Rate Base $ 27,751,114

Adjusted Operating Income 979,859

Current Rate of Return 3.53%

$ 2.764,011Required Operating Income

Required Rate of Return on Fair Value Rate Base 9.96%

$ 1 ,784,152Operating Income Deficiency

Gross Revenue Conversion Factor 1 .6286

Increase in Gross Revenue
Requirement $ 2,905,731

Adjusted Test Year Revenues
Increase
Proposed Revenue Requirement
% Increase over adjusted test year revenues

$
$
$

7,505,010
2,905.731

10,410,741
3872%

Present
Rates

Proposed
Rates

Dollar
Increase

Percent
Increase

Customer
Classification
Residential, Commerical, Industrial
3/4 Inch
1 Inch
1.5 Inch
2 Inch
3 Inch
4 Inch
Irrigation
3/4 Inch
1 Inch
1.5 Inch
2 Inch

$ 3,524,021
2,441 ,283

172,583
345,894

24,229
34,290

$ 4,708,257
3,256,257

230,257
460,857

32,224
45,748

$ 1,184,236
814,974

57,674
114,963

7,995
11 ,458

33.60%
33.38%
33.42%
33.24%
33.00%
33.41%

69,200
178,745
134,012
161,987
152,769
322,475

129,742
347,410
258,465
311,425
320,083
G81 ,923

60,542
168,666
124,453
149,437
167,314
359,448

87.49%
94.36%
92.87%
92.25%

109.52%
111.47%

41 .60%
70.16%
68.71 %
44.98%
39.80%
0.06%

$ $ $

75
952
444

38,096
4,547

3
(6,485)

3,258,794
(353,062)

42.47%
140.72%

0.00%
38.72%

4 Inch
6 Inch
FHIConstruction
3/4 Inch
1 Inch
2 Inch
3 Inch
4 Inch
Fire Sprinkler
Reconciling Amt H-1 to c-1
Subtotal
Revenue Annualization
Miscellaneous Revenues
Total of Water Revenues (a) $

181
1,357

646
84,704
11 ,424

5,770
8,050

7,673,618
(250,897)

82,289
7,505,010 s_

256
2,309
1,090

122,800
15,971

5,773
1,565

10,932,412
(603,959)

82,289
10,410,741 $ 2,905,731

I

L i n e
M Q -

1
2
3
4
5
6
7
8
9

1 0
1 1
1 2
1 3
1 4
1 5
1 6
1 7
1 8
1 9
2 0
2 1
2 2
2 3
2 4
2 5
2 6
2 7
2 8
2 9
3 0
3 1
3 2
3 3
34
3 5
3 6
3 7
3 8
3 9
4 0
4 1
4 2
4 3
4 4
4 5
4 6
4 7
4 8
4 9
5 0

5 1
5 2
5 3
5 4
5 5
5 6
5 7

SUPPORTING SCHEDULES:
Rejoinder B-1
Rejoinder C-1
Rejoinder C-3
Rejoinder H-1



Chaparral city Water Company
Test Year Ended December 31, 2006

Summary of Rate Base

Exhibit
Rejoinder Schedule B-1
Page 1
Witness; Bourassa

Original Cost
Rate base

RCND
Rate .base

Fair Value
Rate Base (50150)

Gross Utility Plant in Service
Less: Accumulated Depreciation

$ 50,893,199
13,696,614

$ 78,120,931
23,733,469

$ 64,507,065
18,715,041

Ne\ Utility Plant in Service s 37,196,585 s 54,387,462 $ 45,792,023

6,557,243 10,225,334 8,391,288

6,119,129
819,845
925,896

9,435,452
819,845
925,896

7,777,291
819,845
925,896

Less:
Advances in Aid of
Construction

Contributions in Aid of
Construction - Net of amortization

Customer Meter Deposits
Deferred Income Taxes & Credits
Investment tax Credits
Well Settlement Proceeds 646,000 646,000 646,000

424,010 424,010 424,010

Plus:
Unamortized Debt Issuance
Costs

Prepayments
Materials and Supplies
Deferred Regulatory Assets
Allowance for Working Capital 95,400 95,400 95.400

Total Rate Base s 22,647,882 s 32,854,345 $ 27,751,114

Line
No.
1
2
3
4
5
B
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35

SUPPORTING SCHEDULES:
Rejoinder B-2
Rejoinder B-3
Rejoinder B-5

RECAP SCHEDULES:
Rejoinder A-1



Chaparral City Water Company
Test Year Ended December 31, 2006

Original Cost Rate Base Proforma Adjustments

Exhibit
Rejoinder Schedule B-2
Page 1
Witness: Bourassa

Direct
Adjusted

at
End of

Test Year
Adjustment

Amount

Rejoinder
Adjusted

at end
of

Test Year

Gross Utility
Plant in Service $ 50,908,634 (15,435) s 50,893,199

Less'
Accumulated
Depreciation 13,696,614 13,696,614

Net Utility Plant
in Service $ 37,212,020 $ 37,196,585

Less :
Advances in Aid of

Construction 6,557,243 6,557,243

Contributions in Aid of
Construction - Net 6,119,129 5,119,129

819,845
925,896

819,845
925,896Customer Meter Deposits

Deferred Income Taxes
Investment Tax Credits
Well Settlement Proceeds 646,000 646,000

424,010 424,010

Plus:
Unamortized Debt Issuance

Costs
Prepayments
Materials and Supplies
Deferred Regulatory Assets
Working capital 95,400 95,400

Total $ 22,663,315 $ 22.647,882

Line

M
1
2
3
4
5
6
7
8
g

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46

SUPPORTING SCHEDULES:
Rejoinder B-2, page 1

I.

RECAP SCHEDULES:
Rejoinder B-1
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Chaparral CityWater Company
Test Year Ended December 31, 2006

RCND Rate Base Proforma Adjustments

Exhibit
Rejoinder Schedule B-1
Page 1
Witness: Bourassa

Rebuttal
Adjusted

at
End of

Test Year Ad1us(ment

Rejoinder
Adjusted
at end

of
Test Year

Gross Utility
Plant in Service $ 78,136,365 (15,434) $ 78,120,931

Less:
Accumulated
Depreciation 23,732,066 1,403 23,733,469

Net Utility Plant
in Service $ 54,888,882 $ 54,387,462

Less:
Advances in Aid of
Construction 10,225,334 10,225,334

Contributions in Aid of
Construction - Net 9,435,452 9,435,452

819,845
925,896

819,845
925,896

Customer Meter Deposits
Deferred Income Taxes
Investment Tax Credits
Well Settlement Proceeds 646,000 646,000

424,010 424,010

Plus:
Unamortized Debt Issuance
Costs

Prepayments
Materials arid Supplies
Deferred Regulatory Assets
Working capital 95,400 95,400

Total $ 33,355,766 $ 32,854,345

Line

! 4
1
2
3
4
5
6
7
B
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40

SUPPORTING SCHEDULES:
Rejoinder B-3, page 2

RECAP SCHEDULES:
Rejoinder B-1
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Chaparral City Water Company
Test Year Ended December 31, 2006

Computation of Working Capital

Exhibit
Rejoinder Schedule B-5
Page 1
Witness: Bourassa

Line

N o_.

1

2

3

$

4

Cash Working Capital

Prepayments
Materials and Supplies

(111 ,606)
192,485
14,521

Total Working Capital Allowance $ 95,400

Working Capital Requested $ 95,400

5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20

SUPPORTING SCHEDULES:
RUCO Lead-Lag Study
E-1

RECAP SCHEDULES:
Rejoinder B-1
Rejoinder B-2



Chaparral City Water Company
Test Year Ended December 31, 2006

Income Statement

Exhfbi\
Rejoinder Schedule C-1
Page 1
Witness: Bourassa

Rebuttal
Test Year
Adjusted
Results

Rejoinder
Adjustments

Test Year
Rejoinder
Adjusted
Results

Proposed
Rate

Increase

Rejoinder
Adjusted
with Rate
Increase

Revenues
Metered Water Revenues
Unmetered Water Revenues
Other Water Revenues

s 7,422,721 $ $ 7,422,721 s 2,905,731 s 10,328,452

$
82,289

7,505,010 $ s
82,289

7,505,010 s 2,905,731 s
82,289

10,410,741

Operating Expenses
s $ $969,244

B21 ,470
614,600
127,457
61,392
19,800

228,495
25,638

(71,000)

969,244
821 ,470
614,600
127,457
61,392
19.800

157,495
25,638

969,244
821,470
614,600
127,457
61,392
19,800

157,495
25,638

70,430 70,43070,430
(1294) 1,294

Salaries and Wages
Purchased Water
Purchased Power
Chemicals
Repairs and Maintenance
Office Supplies and Expense
Outside Services
Water Testing
Rents
Transportation Expenses
insurance - General Liability
lnsuranoe - Health and Life
Reg. Commission Exp. - Rate Case
Miscellaneous Expense
Depreciation Expense
Amortization of Well Settlement

179,504
1,298,112
1.543,944

(76,000)

(950)
(732)

179,504
1,297,162
1,543,212

(76,000)

179,504
1,297,162
1,543,212

(76,000)

$
$

47,873
251 ,493
382,609

6,564,766
940,244

$
$

(864)
32,637

(39,616) $
39,616 $

47,873
250,629
415,246

6,525,151
979,859

$
s

1,121,580
1,121,580
1,784,152

s
$

47,873
250,629

1,536,826
7,546,730
2,764,01 1

Amortization of CAP
Taxes Other Than Income
Property Taxes
Income Tax

Total Operating Expenses
Operating Income
Other Income (Expense)

Interest Income
Other income (loss)
Interest Expense
Other Expense

(368,024) 48,717 (319,307) (319,307)

Total Other Income (Expense)
Net Profit (Loss)

$
$

(368,024)
572,219

$
$

48,717 s
88,3 3 3  s.

(319,307).$
660,552 $ 14754._ 1.52

$
.$

(319,307)
2,444,704

Line
M
1
2
3
4
5
s
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40

SUPPORTING SCHEDULES:
Rebuttal C-1, page 2

RECAP SCHEDULES:
Rebuttal A-1
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Chaparral city Water Company
Test Year Ended December 31, 2006

Adjustment to Revenues and Expenses
Adjustment Number 2

Exhibit
Rejoinder Schedule C-2
Page 3
Witness: Bourassa

pronertv Taxes:

$

$
s

7,505,010
7,505,010

10,410,741
8,473,587

16,947,174

s

Rebuttal Adjusted Revenues in year ended 12/31/06
Rebuttal Adjusted Revenues in year ended 12/31/06
Proposed Revenues
Average cf three year's of revenue
Average of three year's of revenue, times 2
Add:
Construction Work in Progess at 10%
Deduct:
Book Value of Transportation Equipment 474,679

Full Cash Value
Assessment Ratio
Assessed Value
Property Tax Rate

$ 166472.496
22%

3,623,949
6.9159%

Property Tax
Tax on Parcels

250,629
0

$Total Property Tax at Proposed Rates
Property Taxes in the test year
Change in Property Taxes $

250,629
251,493

(864)

Adjustment tO Revenues and/or Expenses $ M

Line
F M
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28

I



Chaparral City Water Company
Test Year Ended December 31, 2001

Adjustment to Revenues and Expenses
AdjustmentNumber 3

Exhibit
Rejoinder Schedule C-2

Page 4
Witness: Bourassa

Remove Outside Services Expense

RUCO Adjustment #6 (Schedule TJC~37) $ (71 ,000)

Increase (decrease) in Outside Services s (71,000)

Line

P M
1

2
3
4
5
6
7
8
g

10
11
12
13
14

15
16

17
18

19
20
21
22
23

Adjustment to Revenue and/or Expense $ (71,000)



Chaparral City Water Company
Test Year Ended December 31, 2006

Adjustment to Revenues and Expenses
Adjustment Number 4

Exhibit
Rejoinder Schedule C-2
Page 5

Witness; Bourassa

Insurance

Remove negative expense s (1 ,294)

Increase (decrease) in Outside Services $ 1 ,294
u

Line

No.
1
2

3
4
5
5
7
8

9
10
11
12
13

14
15
15
17
18
19
20

Adjustment to Revenue and/or Expense $ 1,294



Chaparral City Water Company
Test Year Ended December 31, 2006

Adjustment to Revenues and Expenses
Adjustment Number 5

Exhibit
Rejoinder Schedule C~2
Page 6
Witness: Bourassa

Miscellaneous Expense

Remove IOWUA lobbying expense (per Staff Adj. #4 Schedule MEM-17) $ 950

Increase (decrease) in Outside Services s (950)

Line

1
2

3
4

5
6
7

8
g

10

11
12
13
14

15

16
17
18
19
20

Adjustment to Revenue and/or Expense $ (950)



Chaparral City Water Cam party
TestYear Ended December 31, 2006

Adjustment to Revenues and Expenses
Adjustment Number 6

Exhibit
Rejoinder Schedule C-2
Page 7
VWtnessz BDIJFZSSB

Interest Svnchronization

s 27,751,114
1.151%

Fari Value Rate Base
Weighted cost of debt (from D-1) (short and long-term)
Interest Expense per Rejoinder Filing
Interest Expense per Rebuttal Filing

s 319,307
368,024

Increase (decrease) in Interest Expense (48,717)

Line
1 4
1
2
3
4
5
5
7
8
9
10
11
12
13
14
15
16
17
18
19
20

Adjustment to Revenues and/or Expense 48,717



at

Chaparral City Water Company
Test Year Ended December 31, 2006

Adjustment to Revenues and/or Expenses
Adjustment Number 6

Exhibit
Schedule C-2
Page 8
Witness: Bourassa

Income Tax Commutation

Rejoinder
Ad[usted

Rejoinder
Adjusted
with Rate
Increase

Taxable Income s 1,075,798 $ 3,981,529
l

Arizona Income Before Taxes $ 1,075,798 $ 3,981,529

$ 74,962 $ 277,433
6.97%

Less Arizona Income Tax
Rate =
Arizona Taxable Income $ 1 ,0G0,837 $ 3,704,097

Arizona Income Taxes $ 74,962 s 277,433

Federal Income Before Taxes $ 1,075,798 $ 3,981,529

Less Arizona Income Taxes $ 74,962 s 277,433

Federal Taxable Income 1 ,000,837 $ 3,704,097

FEDERAL INCOME TAXES:
15% BRACKET
25% BRACKET
34% BRACKET
39% BRACKET
34% BRACKET

$
$
$
$
$

$
$
$
$
$

7,500
6,250
8,500 Federal

91,650 Effective
1,145,493 Tax

Rate
1,259,393 31.63%Federal Income Taxes $

7,500
6,250
8,500 Federal

91,650 Effective
226,384 Tax

Rate
340,284 31.63% $

Total Income Tax $ 415,246 $ 1,536,826

Overall tax rate 38.60%

Income taxes per Rebuttal Filing $ 382,609

Line

N i
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30

31
32
33
34
35
36
37
38
39
40 Increase (decrease) to Income Taxes $ 32,637



Chaparral city Water Company
Test Year Ended December 31, 2006

Computation of Gross Revenue Conversion Factor

Exhibit
Rejoinder Schedule C-3
Page 1
Witness: Bourassa

Description
Federal Income Taxes

Percentage
of

Incremental
Gross

Revenues
31 .63%

Line
No.
1
2
3 State Income Taxes 6.97%
4

Other Taxes and Expenses 0.00%

Total Tax Percentage 38.60%

Operating Income % = 100% - Tax Percentage 61 .40°/o

= Gross Revenue Conversion Factor1

Operating Income % 1 .6286

5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20

SUPPORTING SCHEDULES: RECAP SCHEDULES:
Rejoinder A-1



Chaparral City Water Company
Test Year Ended December 31, 2006

Revenue Summary
With Annualized Revenues to Year End Numberof Customers

Exhibit
Rejoinder Schedule H~1
Page 1
VVtness: Bourassa

Meter
Size

3/4 Inch
1 Inch

1.5 Inch
2 Inch
3 Inch

Class
Residential
Residential
Residential
Residential
Residential

s

Present
Revenues

3,455,850
2,342,394

31,414
123,686
10.012

s

Proposed
Revenues

4,817,269
3, 124,331

41 ,908
164,802
13,325

$

Dollar
Chance

1,151,419
7811938

10,494
41 ,11 s

a_31a

Percent
Change

33.61 %
33.38%
33.40%
33.24%
33.09%

Percent
of

Present
Water

Revenues
45,0B%
30.56%
0.41 %
1 .81 %
0. 13%

Percent
of

Proposed
Water

Revenues
42.24%
28.58%
0.38%
1 .51 %
0. 12%

Subtotal 5,963,356 7,961,635 1,998,278 33.51% 7779% 72.84%

3/4 Inch
1 Inch

15 Inch
2 Inch
3 Inch
4 Inch

Commercial
Commercial
Commercial
Commercial
Commercial
Commercial

s 67,867
98,616

140,840
222,208
14,217
34,290

s 90,581
131,563
187,912
296,055
18,B99
45,748

22,714
32.947
47,072
73,847
4,682

111458

33.47%
33.41 %
33.42%
33.23%
32.93%
33.41%

089%
1.29%
1.84%
290%
0 19%
0.45%

0 83%
1.20%
1.72%
2.71 °/o
0.17%
0.42%

Subtotal s 578,038 $ 770,758 $ 192,720 3334% 754% 7.05%

3/4 Inch
1 Inch

1.5 Inch

Industrial
Industrial
Industrial

$ 304
272
328

$ 40s
363
437

$ 102
91

109

33,67%
3326%

0.00%
000%
0.00%

0.00%
0.00%
0.00%

Subtotal $ 904 . S 1,206 302 33.42% 0.01% 0.01%

$ $ 87.49%
9436%

119%
31 B%
2.35%
2.85%
2.93%
5.24%

3/4 Inch
1 Inch

1 .5 Inch
2 Inch
4 Inch
6 Inch

Irrigation
Irrigation
Irrigation
Irligatlon
Irligaiion
Irrigation

69,200
178,745
134,012
161,987
152,769
322,475

129,742
347,410
258,465
311,425
320,083
581 ,923

60,542
168,666
124,453
149,437
167,314
359,448

92.25%
109.52%
111 .47%

0.90%
2.33%
1.75%
2.11%
1.99%
4.21%

Subtotal 1,019,188 2,049,049 1,029,861 101.05% 13.30% 18.75%

$ $ 75
952
444

41 .60°/1
70.16%
68.71%

0.00%
0.02%
0.01 %

0,00%
0.02%
0.01 %$

3/4 Inch
1 Inch
2 Inch
3 Inch
4 Inch

Construction
Construction
Construction
Construction
Construction

1a1
1,as7

64e
18,826
2,247

256
2,3o9
1 ,090

35,262
3,722 $ 65.7U% 003% 0.03%

Subtotal $ 23,256 $ 42,639 $

1 ,476

19,383 83.35% 0.30% 0.39%

3 Inch
4 Inch

Fire Hydrant Meter (Irrigation)
Fire Hydrant Meter (Irrigation)

$ 65,878
9,178

$ 87,537
12,248

21,660
3,071

32.88%
33.46%

0.86%
0.12%

0.80%
0.11%

Subtotal $ 75,055 s 99,786 24,731 32.95% 0.98% 0.91%

34 inch
1 Inch

1.5 Inch

Fire Sprinkler
Fire Sprinkler
Fire Sprinkler

s 5.164
244
383

s 5.165
245
363

1

1

1

0.02%
052%
0.23%

007%
0.00%
0.00%

0.05%
0.00%
0.00%

Subtotal 0.06%

42.66%

0.08%

166.66%

0.05%

166,6G%

Line
. M
1
2
3
4
5
S
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
51
52

Total Revenues Before Annualization

s s_770 $ 5,773

_s 7,665,565 s 16,930,847 s

3

3,265,275
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Chaparral City Water Company
Test Year Ended December 31, 2008

Revenue Summary
With Annualized Revenues to Year End Number of Customers

Exhibil
Rejoinder Schedule H-1
Page 2
Witness: Bourassa

Line
'89

Revenue Annuallzation

Meter
ice

3/4 Inch
1 Inch

1.5 inch
2 inch
3 Inch

Class
Residential
Residential
Residential
Residential
Residential

Present
Revenues

s 2,317
65,260

B80
253

1,790

s

Proposed
Revenues

3.096
87,042
1 _147

337
2,383

Dollar
Change

779
21 ,782

287
84

593

Percent
Change

33.63%
33.38%
33.41%
33.24%
33.13%

Additional
Bills w be

Sold
81

1,415
7
1
s

Additional
Gallons to
be Pumped
(In 1_000'$]

639
13_151

215
72

421

Subtotal s 70,480 $ 94,007 23,526 33.38% 1,489 14,497

3/4 Inch
1 Inch

1.5 Inch
2 Inch
3 Inch
4 Inch

Commercial
Commercial
Commercial
Commercial
Commercial
Commercial

s (50) s
2,547
1,934
(778)
(206)

(67)
3,531
2,581

(1 ,037)
(274)

(171
884
647
(259)
(ea)

0.00%
33.42%
33.43%
0.00%
0.00%
0.00%

(1)
38
12
(3)
(1)

(14)
704
551

(222)
(24)

Subtotal $ 3,547 s 4.734 48,240 1360.21% 45 996

3/4 Inch
1 Inch

1.5 Inch

Industrial
Industrial
Industrial

s s 0.00%
0.00%
0.00%

Subtotal s s 0.00%

$ 792
e,5a5
1,901

s 1 .472
12v741
3.650

681
6,156
1.749

21
78
12

324
3,086

B69

3/4 Inch
I Inch

1,5 Inch
2 Inch
4 Inch
6 Inch

Irrigation
Irrl e Adm
Irrigation
Irrigation
irrigation
Irrigation

<1 of ,z69)
(232,932)

(218,453)
(502,110)

(117. 184)
(269,178)

85.99%
93.49%
92.03%
0.00%
0.00%
0.00%

(2) (64,916)
(148,914)

Subtotal $ (324,924) $ (702,700) (377,775) 116.27% 109 (209,550)

3/4 Inch
1 Inch
2 Inch
3 Inch
4 Inch

Construction
Construction
Construction
Construction
Construction

s $ 0.00%
0.00%
0.00%
0.00%
0.00%

Subtotal $ s 0.00%

3 Inch
4 Inch

Fire Hydrant Meter (Irrigation)
Fire Hydrant Meter (Irrigation)

s s 0.00%
0.00%

subtly¢al $ s 0.00%

34 inch
1 Inch

1.5 Inch

Fire Sprinkler
Fire Sprinkler
Fire Sprinkler

s s 0.00%
0.00%
0.00%

Subtotal s s 0.00%

1
2
3
4
5
S
7
8
9

10
11
12
13
14
15
15
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
CB
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
54
55
Se
57

Total Revenue Annualization $ (250,897)  $ (563,959) s (306,010) 0.00% 1.643 (194,058)



Chaparral City Water Company
Test Year Ended December 31, 2006

Revenue Summary
With Annualized Revenues to Year End Number of Customers

Exhibit
Rejoinder Schedule H-1
Page 3
V\Atness: Bourassa

Line
@ .

$

Percent
Change

42.60%
140.72%
39.28%

Percent
of

Present
Water

Revenues
100.00%

-3.27%

Percent
of

Proposed
Water

Revenues
100.00%

-5.53%

Present
Revenues

$ 7,685,568 S
(250,B97)

$ 7,414,871 $

Proposed
Revenues

10,930,847
(603,959)

10,326,887 $

Dollar
Chanqe

3,265,278
(353,062,24)

2,912.216

s s 1.07%
011%
000%

0.75%
0.01%
o.00%_s

82,289
8.050

7,505,010 $

82,289
1,565

10,410,741 s

0.00%
-80.56%
38.72%

(6,485)
2,905,731 r-FH

s

$

$

7,665,568
7,873,618

(8,050)
-0.10%
0.50%

38,358

1
2
3 Subtotal Metered Revenues
4 Subtotal Revenue Annualization
5 Total Metered Revenues
6
7 Misc. Revenues
a Reconciling Amount to GL
9 Total Water Revenues

10
11
12 Revenue Reconciliation
13
14 Revenue per bill count before revenue anrlualization
15 Revenue per GL (metered water revenues)
16 Difference
17 Difference %
18 Tolerance %
19 Tolerance Amount + or -
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50

Acceptable? YES
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Chaparral City Water Company
Test Year Ended December 31, 2006

Customer Summary

Exhibit
Rejoinder Schedule H-2
Page 1
V\htness: Bourassa

(a)
Average

Number of
Customers

at
12/31/2006

Proposed Increase
Dollar Percent

Amount Amount

3/4 Inch
1 Inch
1.5 Inch
2 Inch
3 Inch

Meter Size. Class
Residential
Residential
Residential
Residential
Residential
Subtotal

0,365
4,000

21
39
3

12,431

Average
Consumption

8,450
10,095
29,821
72,924
70,226

s

Average Bill
Present Proposed
Rates Rates

32.38 43.27
48.14 64.21

120.55 160.82
256.77 342.12
322.97 429.84

$ 1080
16.07
40.27
8s.a5

106.87

33.66%
33.38%
33.40%
33.24%
33.09%

3/4 Inch
1 Inch
1.5 Inch
2 Inch
3 Inch
4 Inch

Commercial
Commercial
Commercial
Commercial
Commercial
Commercial
Subtotal

115
114

66
71

5
4

375

12,528
17,907
47,736
68,389
34,550

t86,146

s 46,97
67.83

165.69
245.34
233.06
696.09

$ 62.69
90.49

221.08
326.86
309.82
928.70

15.72
22.66
55.39
81.52
76.76

23261

33.48%
33.41%
33.43%
33-23%
32.93%
33_42%

5.375 $
$
$

24.63
22.70
65.55

$
$
$

32.93
30.25
87.41

8.30
7.55

21.85

33.71%
33.26%
33,33%

3/4 Inch
1 Inch
1.5 Inch

Industrial
Industrial
Industrial
Subtotal

1

1

0

2

8,000

3/4 Inch
1 Inch
1.5 Inch
2 Inch
4 Inch
6 Inch

Irrigation
Irrigation
IrrIgation
lrrigatbn
Irrigation
lrdgation
Subtuwl

145
170
68
52
4
3

442

16,732
41,781
76,173

119,346
1,813,070
5,451,042

$
$
s
$
s
s

39.70
87,88

164.23
259.18

3,055.39
8,957.63

$
$
$
$
$
$

74.44
170.80
316.75
498.28

6,401 .67
18,942.30

34.73
82.92

152.52
239.10

3,346.28
9,984.68

87.49%
94.36%
92.87%
9225%

109.52%
111.47%

3/4 Inch
1 Inch
2 Inch
3 Inch
4 Inch

Construction
Construction
Construction
Construction
Construction
Subtotal

1
3
0
4
1
8

959
11,803
36,000

180.682
94,500

$
$
s
s
s

15.10
41.11

129.16
427.86
374.42

$
s
$
$
s

21.37
69.96

217.91
801.41
620.40

6.28
28.84
88.74

373.55
245.98

41.60%
70.16%
68.71%
87.31%
65.70%

3 Inch
4 Inch

Fife Hydrant Meter (Irrigation)
Fire Hydrant Meter (Irrigation)
Subtotal

26
1

26

26,121
516,917

s
s

211.82
1,529.63

s
$

281.47
2,041.41

69.65
511.78

32.88%
33.45%

Line

M
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46

47

34 inch
1 Inch
1.5 Inch

Fire Sprinkler
Fire Sprinkler
Fire Sprinkler
Subtotal

43
2
3

48

3
63
28

s
$
$

10.01
10.16
10.07

$
$
s

10.01
10.21
10.09

0.00
0.05
0.02

0.02%
0.52%
0.23%

Total 13,333

(a) Average number of customers of less than one (1), indicates that less than 12 bills were issued during the year.



Chaparral City Water Company
Test Year Ended December 31, 2006

Customer Summary

Exhibit
Rejoinder Schedule H-2
Page 2
Witness: Bourassa

Line

(H)
Average

Number of
Customers

at
12/31/2006

Median Bill
Present Proposed
Rates Rates

Proposed Increase
Dollar Percent

Amount Amount

3/4 Inch
1 Inch
1.5 Inch
2 Inch
3 Inch

Meter Size. Class
Residential
Residential
Residential
Residential
Residential
Subtotal

8.368
4,000

21
39
3

12,431

Median
Consumption

5,500
7.500

21 ,500
51 ,500
83,000

s 24.94
41.60
99.58

202.78
355.16

s 33.35
55.48

132.83
270.05
472.81

8.41
13.88
33.25
67.27

117.65

33.70%
33.37%
33.39%
33.17%
33.13%

3/4 Inch
1 Inch
1.5 Inch
2 Inch
3 Inch
4 Inch

Commercial
Commercial
Commercial
Commercial
Commercial
Commercial
Subtotal

115
114
68
71
5
4

375

4.501
5,500

13,500
21 ,500
12,500
79,500

$ 24.94
36.56
79.42

127.18
177.50
427.34

$ 33.29
48,75

105.91
169.13
235.65
569.94

8.35
12.19
26.49
41.95
58.15

142.60

33.47%
33.35%
33.36%
32.98%
32.76%
33.37%

3/4 Inch
1 Inch
1.5 Inch

Industrial
Industrial
Industrial
Subtotal

1
1
0
2

3,500 $
s
$

19.90
22.70
45.40

s
$
s

26.62
30.25
60.50

6.72
7.55

15.10

33.76%
33.26%
33.26%

3/4 Inch
1 Inch
1.5 Inch
2 Inch
4 Inch
B Inch

Irrigation
Irrigation
Irrigation
Irrigation
Irrigation
Irn'g : son
Subtotal

145
170
68
52
4
3

442

8.500
15,500
24,500
63.000

151,000
1,312,000

s
$
$
$
$
$

26.86
46.88
83.62

171.28
471.92

2,500.72

s
$
s
$
s
s

46.74
82.39

142.92
30873
830.65

5,018.57

19.88
35.51
59.30

137.45
358.73

2,517.85

I4.03%
75.75%
70.91%
80.25%
76.01%

100.68%

3/4 Inch
1 Inch
2 Inch
3 Inch
4 Inch

1
3
0

11 ,500
59,000
19,500

106,000

$
$
$
$
s

13.60
40.64

165.04
176.42
392136

$
$
$
$
$

18.15
68.94

295.28
259.20
659.08

4.55
28.30

130.24
82.78

266.72

33.46%
69.63%
78.91 %
45.92%
67.98%

Construction
Construction
Construction
Construction
Construction
Subtolai

4
1
8

3 Inch
4 Inch

Fire Hydrant Meter (Irrigation)
Fire Hydrant Meter (Irrigation)
Subtotal

26
1

26

9,500
561 ,500

s
s

16994
1,641.98

$
$

225.56
2,191.39

55.62
549.41

32.73%
33.46%

1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46

47

34 inch
1 Inch
1.5 Inch

Fire Sprinkler
Fire Sprinkler
Fire Sprinkler
Subtotal

43
2
3

48

s
s
$

10.00
10.00
10.00

$
$
$

10.00
10.00
10.00

0.00%
0.00%
0.00%

NL

Total 13,333

(a) Average number of customers of less than one (1), indicates that less than 12 bills were issued during the year.
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Chaparral city Water Company
Changes in Representative Rate Schedules

Test Year Ended December 31, 2006

Exhibit
Rejoinder Schedule H-3
Page 3
Witness: Bourassa

Present
Rates

$
$
$
$
$

$

25.00
35.00
35.00
50.00
35.00

(a)
(a)
50.00

(b)
(c)
(c)
25.00

Proposed
Rates

$ 25.00
s 35.00
$ 35.00
$ 50.00
$ 35.00

(a)
(a)

$ 50.00

(b)
(C)
(c)
25.00$ $

1.50% 1.50%
$ 25.00 $ 25.00

Line
No. Other Service Charges

1 Establishment
2 Establishment (After Hours)
3 Reconnection (Deliquent)
4 Reconnection (Deliquent and After Hours)
5 Meter Test
6 Deposit Requirement (Residential)
7 Deposit Requirement (None Residential Meter)
8 Hydrant Meter Deposit
9 Deposit Interest

10 Re-Establishment (\Nith-in 12 Months)
11 Re-Establishment (After Hours)
12 NSF Check
13 Deferred Payment, Per Month
14 Meter Re-Read
15 Charge of Moving Customer Meter -
16 Customer Requested per Rule R14-2-405B
17 After hours service charge, per Rule R14-2-403D
18
19
20 Late Charge per month
21 Off-site Facilities Hook-up Fee (See H-3, page 5)
22
23
24 (a) Residential - two»times the average be. Non-residential - twoand one-half times the average bill.
25 (b) Interest per Rule R14-2-403(B).
26 (c) Minimum charge times number of full months off the system. per Rule R14-2-403(D).
27 (d) New water installations. May be assessed only once per parcel, service connection, or lot within a sub-
28 division. Purpose is to equitably apportion the costs of constructing additional off-site facilities to provide
29 water production, delivery, storage, and pressure among all new service connections.
30
31
32
33
34 IN ADDITION TO THE COLLECTION OF REGULAR RATES, THE UTILITY WILL COLLECT FROM
35 ITS CUSTOMERS A PROPORTIONATE SHARE OF ANY PRIVILEGE, SALES, USE, AND FRANCHISE
36 TAX. PER COMMISSION RULE 14-2-409D(5).
37 ALL ADVANCES ANDIOR CONTRIBUTIONS ARE TO INCLUDE LABOR, MATERIALS, OVERHEADS,
38 AND ALL APPLICABLE TAXES, INCLUDING ALL GROSS-UP TAXES FOR INCOME TAXES, IF APPLICABLE.
39
40
41

Cost
Refer to
Above

Charges
1.5%

(d)

Cost
Refer to
Above

Charges
1 .5%

(d)
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Chaparral City Water Company
Test Year Ended December 31, 2006

Meter and Service Line Charges

Exhibit
Rejoinder Schedule H-3
Page 4
Witness: Bourassa

Meter and Service Line Charges

5/8 x 3/4 Inch
3/4 Inch
1 Inch
1 1/2 Inch
2 Inch / Turbine
2 Inch / Compound
3 Inch / Turbine
3 Inch / Compound
4 Inch / Turbine
4 Inch / Compound
6 Inch / Tu\'oine
6 Inch / Compound
8 Inch & Larger

Present
Service

Line
Charge

$ 385.00
385.00
435.00
470.00
630.00
630.00
805.00
845.00

1,170.00
1,230.00
1,730.00
1,770.00
At Cost

$

Present
Meter
Install-
ation

Charge
135.00
215.00
255.00
465.00
965.00

1 ,59000
1,470.00
2,265.00
2,350.00
3,245.00
4,545.00
6,280.00
At Cost

$

Total
Present
Charge

520.00
600.00
590.00
935.00

1 ,595.00
2,320.00
2,275.00
3.110. O0
3,520.00
4,475.00
6,275.00
8,050.00
At Cost

Proposed
Service

Line
Charge

$ 385.00
385.00
435.00
470.00
630.00
630.00
805.00
845.00

1,170.00
1,230.00
1,730.00
1,770.00
At Cost

Proposed
Meter
Install-
ation

Charcle
$ 135.00

215.00
255.00
465.00
965.00

1,590.00
1,470.00
2,265.00
2,350.00
3,245.00
4,545.00
6,280.00
At Cost

Total
Proposed

Charge
$ 520.00

600.00
690.00
935.00

1,595.00
2,320.00
2,275.00
3,110.00
3,520.00
4,475.00
6,275.00
8,050.00
At Cost

Line
No,
1
2
3
4
5
8
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33

N/T = No Tariff
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Chaparral City Water Company
Test Year Ended December 31, 2006

Hook-Up Fees

Exhibit
Rejoinder Schedule H-3
Page 5
Witness: Bourassa

Off-site Facilities Hook-up Fee

Line
No.
1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36

5/8 X 3/4 Inch
3/4 Inch
1 Inch
1 1/2 Inch
2 Inch
3 loch
4 Inch
6 Inch or larger

$

Present
Charge

1,000
1,500
2,500
5,000
8,000

16,000
25,000
50,000

$

Proposed
Charge

1,000
1,500
2,500
5,000
8,000

16,000
25,000
50,000
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1.

Q-

INTRODUCTION AND PURPOSE OF TESTIMONY.

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.

i

1

Robert J. Sprowls, 630 East Foothill Boulevard, San Divas, California 91773.

Q- BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY?

I am employed by Golden State Water Company ("GSWC"). Currently, I am

Executive Vice President-Finance, Chief Financial Officer, and Corporate

Secretary of American States Water Company ("AWR"), Golden State Water

Company ("GSWC"), and Chaparral City Water Company ("CCWC" or

"Company"). In July 2008, I was named as the next President and Chief Executive

Officer of AWR and its subsidiaries. I will assume my new position on January 1,

2009. I have been employed by GSWC since June 2004.

Q. ON WHOSE BEHALF ARE YOU PROVIDING REBUTTAL TESTIMONY

IN THIS PROCEEDING?/
(

On behalf of the Applicant, Chaparral City Water Company ("CCWC" or the

"Company").

Q, DESCRIBE GSWC AND ITS RELATIONSHIP TO CCWC.

GSWC is an affiliate of CCWC. Both CCWC and GSWC are wholly-owned by

AWR. GSWC is AWR's principal subsidiary. It provides water utility service to

approximately 250,000 customers in 75 communities in California, and electric

service to approximately 23,000 customers in the Big Bear Lake area in the San

Bernardino mountains.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

Q- PLEASE SUMMARIZE YOUR RESPONSIBILITIES IN YOUR CURRENT

POSITION.

I have responsibility for all financial, accounting, and tax matters relating to AWR

and its subsidiaries, including CCWC. In addition, the Internal Audit and Risk

Management Departments report to me.
i

ll§1<&nEMor<£ CRAIG
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WHAT WAS YOUR WORK HISTORY BEFORE JOINING GSWC?

Prior to joining GSWC, I was employed for 21 years by CILCORP Inc.

("CILCORP") and its subsidiaries. During my career at CILCORP, I held several

positions, the most notable of which included Treasurer and Vice President of

CILCORP, Chief Financial Officer of CILCORP's non-regulated subsidiary QST

Enterprises Inc, and Treasurer, Vice President of Strategic Services, Chief

Financial Officer, and Business Unit Leader .- Energy Delivery for CILCCRP

subsidiary Central Illinois Light Company ("CILCO"). My last position at

CILCORP was President of CILCO. CILCO is an electric and gas utility with

approximately 1,200 MW of electric generation. QST Enterprises operated

companies in the following markets: non-regulated retail and wholesale electricity

and natural gas, environmental and engineering services, and telecommunications.

L

Q. PLEASE SUMMARIZE YOUR EDUCATIONAL BACKGROUND.

I hold a Bachelor of Arts degree in Economics and Business Administration from

Knox College and a Master of Business Administration degree with a

concentration in Accounting and Finance from Bradley University.

Q- DO YOU HAVE ANY ADDITIONAL TRAINING, LICENSING OR

CERTIFICATIONS?

I also hold the Certified Public Accountant (CPA) and Certified Management

Accountant (CMA) designations.

Q, DID YOU PREVIOUSLY PROVIDE TESTIMONY ON BEHALF OF CCWC

IN THIS CASE?

A. No.

1 Q.
2 A.

3
4

5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26

Q- WHAT IS THE PURPOSE OF THIS REBUTTAL TESTIMONY?

1
F WQMORE CRAIG

PROFESSIONAL CORPORATION
PHUENIX

The purpose of my testimony is to discuss, in very general terms, AWR's concerns

over the financial performance of CCWC and some of the positions taken by some

A.

A.

A.

2
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i
1

parties in this proceeding regarding CCWC's financial performance and its need

for rate relief. In so doing, I assume that all the parties to this rate case and the

Commission agree that it is extremely important to authorize rates that will

generate sufficient earnings and allow CCWC to attract capital needed to ensure

safe and reliable utility service. My testimony will address only this subject.

11.

Q-

CCWC'S FINANCIAL PERFORMANCE.

MR. SPROWLS, PLEASE SUMMARIZE YOUR

REGARDING CCWC'S FINANCIAL PERFORMANCE.

CONCERNS

A

K /1'
1

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

AWR's management is very concerned about CCWC's ability (l)to obtain an

adequate authorized rate of return that is sufficient to attract capital investment, and

(2) to actually earn the rate of return authorized by this Commission. Regarding

the first point (obtaining an adequate rate of return), the Company has requested a

return on equity of 11.5 percent in this application. Rebuttal Testimony of Thomas

J. Bourassa (Cost of Capital) at 3-4. For the reasons explained by Mr. Bourassa,

we believe that this ROE will enable CCWC to attract capital to invest in the

system.

Equally important as the need to obtain an adequate rate of return is AWR's

second concern, namely, that CCWC must be able to actually earn its authorized

rate of return. Unfortunately, the reality is that CCWC is not currently earning its

authorized rate of return and if it were a stand-aione company, it is doubtful that it

would be able to attract either debt or equity. Moreover, since the last rate case

was decided in September 2005, CCWC has earned less than its authorized rate of

return every year. Based on year-end financial statements, even after removing

goodwill from the equity balance, CCWC's return on equity was 3.47% for 2006

and 3.04% for 2007. See Audited Financials 2006 and 2007 at Sprowls Rebuttal

\
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Exhibit 1. We don't anticipate that CCWC will ham its authorized return in 2008

either.

In our view, this inability to earn at the authorized level is largely a

consequence of using an historical test year with no allowance for out-of-period

adjustments, the use of historic averaging to reduce operating expenses below

current levels, disallowing adjustment mechanisms for expenses like purchased

water and power that have been steadily increasing, and setting rates of return that

are lower than most.

Q. W H A T  I S THE PRACTICAL IMPACT OF  CCWC'S FINANCIAL

CIRCUMSTANCES?

\

CCWC's ability to attract capital is diminishing. This  can  be  seen  in  the

Company's 2009 capital budget, which shows a capital budget for CCWC of

approximately $800,000. This is substantially less than CCWC's recent capital

budgets. I expect this trend of reducing capital investments in CCWC will

continue unless something changes in Arizona. The implication of these reduced

capital budgets is that only those projects that are absolutely necessary to maintain

public health standards and serve customers will be undertaken.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

Q- DOESN'T CCWC HAVE AN OBLIGATION TO INVEST THE CAPITAL

NECESSARY TO ENSURE SAFE AND RELIABLE WATER UTILITY

SERVICE TO ITS CUSTOMERS?

Yes, and CCWC is clearly meeting that obligation. We have no intention of

allowing CCWC's service to deteriorate to the point at which it is failing to meet

minimum service requirements and applicable legal and regulatory standards.

There is a difference, however, between simply maintaining the required minimum

level of service and investing on a proactive basis to ensure that higher quality

service can be continually ensured into the future. An inefficient investment

F E MORE CRAIG
korsss\onAL CORPORATION

PHOENIX
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strategy is to only repair facilities when repairs are absolutely necessary versus the

value added in preventative maintenance and prudent capital plamling and

spending. In the long run, it is more costly to rate payers to maintain the system at

minimum levels.
3
I1

Q- CAN YOU PROVIDE AN EXAMPLE OF AN EFFICIENT AND

PROACTIVE INVESTMENT APPROACH?

I

3

1

1

i
l

1 I
1

Yes. A good example of the Company meeting its responsibility is CCWC's recent

acquisition of an additional allocation of Central Arizona Project ("CAP") water.

We invested $1.28 million to acquire the right to additional, renewable surface

water from the Colorado River, which provides greater assurance regarding the

long-term availability of water for CCWC's customers while promoting the State's

policy of promoting sustainable groundwater use. We were not required to make

this investment. We did so to be proactive and to protect CCWC's customers in

the event of a drought or other events that cause a reduction in the availability of

RUCO, however, recommends that CCWC be denied any

recovery on this investment. If RUCO's position were adopted, we would be

penalized for looking out for the long-term interests of CCWC's customers and the

community of Fountain Hills. The message would be that we should not have

made the investment necessary to secure additional Colorado River water, and

instead should rely on groundwater pumping if shortages occur. In addition, even

if the Commission rejects RUCO's position and does allow CCWC to include the

investment in CAP water into CCWC's ratebase, the Commission still needs to

take steps to ensure that CCWC will actually have the opportunity to earn its

authorized rate of return on its investment. Without that opportunity, AWR will be

hesitant to make future investments of this nature despite the positive benefits to

Colorado River.

/

1
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26 our customers.
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Q- YOU HAVE INDICATED THAT YOU HAVE CONCERNS WITH sOME

OF THE POSITIONS TAKEN BY VARIOUS PARTIES IN THIS

PROCEEDING REGARDING CCWC'S NEED FOR RATE RELIEF.

COULD YOU PLEASE ELABORATE ON THIS CONCERN?

Yes. I would like to begin by answering this question with reference to another

recent filing by RUCO in this docket. I understand that RUCO'sjob is to represent

residential consumers, but the divergence between RUCO's position and financial

reality exemplifies why we are concerned about the financial wellbeing of CCWC.

Specifically, in its response to CCWC's request for interim rate relief,

RUCO argued that there is no basis for interim relief and, moreover, that the

amount of CCWC's request was arbitrary. RUCO's Opposition to Motion for

Approval of Interim Rates at pp. 6-7. In support of this assertion, RUCO took

specific issue with CCWC's concern over its ability to attract capital:
l

r

1
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24

25

26

The company claims that interim rates will improve its ability
to attract capital from its parent company. Motion, Direct
Testimony of Robert Hanford at 8. There is no question that
the Company's parent is in a position to infuse equity should
it deem it necessary for the Company. The Company's
parent, American States Water, had a recent market price of
$33.80 compared to a 2008 book value of $17.75 per share.
See attached Exhibit A - Value Line dated July 25, 2008. Its
earnings growth is prob ected to improve throughout next year
and it had higher adjusted earnings for 2007 compared to
2006. Id. and Exhibit B -. American State's Water's
Shareholder's Report. American States Water's projected
return on equity for 2009 is ll% and its dividends have
increased over the last 5 years. Id. Further, American States
Water's Standard and Poor's credit rating was upgraded in
August 2007 from "A-" with a "positive" outlook to "A" with
a "stable" outlook. Id. The Company's parent is financially
healthy and is a factor that the Commission should consider
in its analysis. [Ia'.]
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Q- HOW DOES THIS ARGUMENT FROM RUCO ILLUSTRATE YOUR

CONCERNS?

In essence, RUCO appears to be taking the position that CCWC does not need to

raise a sufficient level of revenues from its own operations in order to attract

capital from investors because AWR can divert resources from its other operations.

This argument raises a couple of very serious concerns on my part.

First, RUCO's position is entirely contrary to basic economics. RUCO

would have AWR redirect capital from more profitable subsidiaries of AWR to

CCWC because CCWC is not able to generate enough revenues to attract capital

investors. This is completely counter-intuitive as evidenced by a simple question.

Namely, why would any investor divert its capital resources away from more

profitable investment opportunities in order to invest in an entity that is under-

performing? If CCWC were a stand-alone company, it is my opinion that it would

not be able to attract either debt or equity on its own.

RUCO needs to explain why AWR would invest in Arizona (where we are

earning returns on equity somewhere less than 3.5%) when, as RUCO itself noted,

we have the opportunity to earn a much higher return on our investments in

California? RUCO may be correct that AWR has capital available to invest, but

that fact alone does not mean that AWR can or will invest those funds in CCWC.

RUCO's simplistic viewpoint ignores the fact that the board of directors and

officers of AWR have a fiduciary obligation to maximize the return on invested

capital for AWR's shareholders.

The second concern with RUCO's position is the underlying (but unstated)

notion that AWR's profits from its operations in California should be subsidizing

CCWC's customers. That is clearly what RUCO is proposing. AWR is not a

charity. RUCO's position fails to recognize that we invest our shareholders'

FE EMQRE CNAIG
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1

capital with both an obligation to seek and an expectation of a return on our

investment. If we cannot realize that expectation on our investment, we will likely

have to seek recovery on that investment from other sources. It would be a very

dangerous precedent, if not flatly contrary to the obligation to provide a fair return

on rate base, for this Commission to adopt RUCO's position that California

ratepayers should subsidize CCWC's Arizona customers.

In summary, CCWC's need for rate relief should be based on CCWC's

financial circumstances, not GSWC's or AWR's as RUCO proposes.

r

Q- DOESN'T SOUND INVESTMENT REQUIRE DIVERSIFICATION OF

INVESTMENTS TO HELP ALLEVIATE THE RISK OF ANY SINGLE

INVESTMENT?

Yes, sound investment practice involves diversifying investments across a number

of investment opportunities. But implicit in this concept is the idea that each

investment carries with it the opportunity to earn an expected and reasonable level

of return commensurate with that investment's particular risk. Our recent

investment history in Arizona indicates that CCWC does not provide such an

opportunity. A sound diversification strategy does not include making good

investments in one area in order to offset bad investments in another area. Instead,

the goal is to avoid or sell bad investments.
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Q. SO FAR YOU HAVE SPOKEN PRIMARILY OF RUCO BEING OUT OF

TOUCH WITH FINANCIAL REALITY. HOW DOES THIS RELATE

MORE GENERALLY TO REGULATION OF INVESTOR-OWNED

UTILITIES IN ARIZONA?

As I stated above, RUCO's arguments against the Company's request for interim

rate relief are illustrative of what appears to be the trend in Arizona - delay rate

relief as long as possible notwithstanding the utility's poor financial health.

FEWWEMORE CRAIG
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CCWC's current financial circumstances and the present rate proceeding merely

further our concerns.

In this case, I understand that we are still six or seven months away from a

decision, even though CCWC's application was filed in September 2007. CCWC's

current rates are based on a test year that ended December 31, 2003 - more than

five years from when we can realistically hope to obtain rate relief in this case.

Meanwhile, CCWC's operating expenses have continued to increase, and the

Company has continued to invest in additional plant to ensure reliable service.

When new rates are finally approved in this case, CCWC will be two years behind

and have to file another rate case, just as CCWC was required to seek rate

increases based on a 2006 test year alter receiving rate increases in September

2005.

./
K
I

Q- HOW DO YOU SUGGEST THAT THE COMMISSION ADDRESS YOUR

CONCERNS, BOTH IN THIS CASE AND IN GENERAL?

A. Put simply, the Commission needs to balance the interests of utility shareholders

and rate payers by timely providing rate relief that provides both an adequate return

on rate base and an adequate opportunity to actually earn that return. I respectfully

suggest the result of failing to do so is bad for the financial health of the regulated

utilities in Arizona.

Q- DOES THAT CONCLUDE YOUR REBUTTAL TESTIMONY?
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Yes.
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R e p o r t R f l n d e p e u d e n l  A u z i i t a r s

4 4
f

T Q  m e  i i n a r d  c f  B i r e c t a r s  a n d  S t c n d i i x o l d c r  o f

C h a g m a i  S i f t  W a z e r i f a r n p a n y r

I n  o u r  o p k z i o n .  L h e  a c c o m p a n y i n g  b a l a n c e  s h e e t  a n d  s t a t e m e n t  o f  c a p i t a l i z a t i o n  a n d  t h e  r e l a x e d  s t a t e m e n t s

o f  i n c o m e .  c ' o m m o n  a t a c k h o ! d e r ' s e q u i t y  a n d  c a s h  f l o w s  p r e s e n t  f a i r l y ,  i n  a l l  m a t e r i a l  r e s p e c t s ,  t h e

W a a n u i a l  p o s i t i o n  o f  C h a p a r r a l !  C i t y  W a t e r  C o m p a n y  ( l o c  " C o m p a n y " )  A r  D e c e m h c r  3  L  2 0 0 6 ,  a n d  t h e

r é g s r n i t s o f i t s  o p e r a t i o n s  a n d  s t a t  c a s h  f l o w s  f o r  t h e ~ y e 1 r  t h e n  e n d e d  i n  g r o u t i i u m x i t y  w i t h  a c c o u n t i n g

p r i n c i p l e s  g e n e r a l l y  a l e e u q i l o d  i r n h p  U m ' 4 ¢ = d  S t a t u s  a T  A n a c z i c a .  T h e m :  E u m c i a l  s r a e e n w n e s  a r e t h e .

mngpaqgihillsy A
- F i g m d i l i  s n m t e u r a a t s  i a a s e t i  o n  o u r  a u d i t .  W e  c o n d u d u d  o u r  , A l  o f  l h c s a n w s t l l l x n i w l s  i n  a c c o n s i m n n w  w i t h

. Ely-mccepw audilintg standards as esrablialatefq by the 4§néitix;gStaen5ipnds-Boqrd (United Stantms) and
. i n i v w m m e e  a i m  t h e  a n u d l t i n g  s g n n d a z o s  o f  t h e  P n b i i e y l t n n g p a n y  A n m o u u x i n g  G y é c - s i g h :  B o a r d  ( U n i t e d

5 9 3 ;  ' f h é f s i =  s x a : n d a n = d s 1 : e q u i i ' i :  t h a t . w e  p l a n  a n d  p o d i u m !  t h e  a u d i t  R e a  4 J b 1 i & i l 1 1 n e a s o l n a & > ¥ a  a s s u r a n c e  a b o u t

i 4 ¢ § ¢ = m § = : r  m e  f i n a n a i a i  s t a w e z u e u r s  a a n é f r e e  o f  m a t e r i a l  m i s é t a t s r n e r i r . . g m u u n  S m = m » 1 d ¢ s  w i a m i n i n g ,  o n  a  t e a ;

,  b a s i s .  o v i d e u n e  s u p p o r t i n g  t § t ¢  a m o u n t s  a n d  d i s d n s u x e s  i n  t h e ' t " m a n c = i a l : s l a t ¢ m o 1 a s .  a s s e s s i n g  t h e

f a n o q u x n i i n g  g r i n a i p l e s  u s e d  a n d  s i g i t i c a n r  e s t i m a t e s  m a d e  b y  m a n a g e m e n t ,  a n d  a v a k m t i n g  t h e  o v e r a l l

. f é m i u n e i a u l  . s u m a m e n c  p r e s e n t a t i o n .  W e  b e l i e v e  t h a t  o u r  a u d i t  p r o v i d e s  a  r e a s o n a b l e  b a s i s  f o r  o u r  o p i n i o n .

1 1 » 4 = » =

I i ¢ p a u § i § : i l l : y M  t h e  C u n n p l l n / s  m a n a g l s n u : n L  O u r  = w l = ° " » i h i l } ¢ v  i s  l o  a x p r e n  m  o p i n i o n  o n t h e s e

April be, sum
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Cha§§1rfal City Water Company
Bélahcg Sheet
Décamher 31 , 20063
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The abcornpanying notes are-an integral part ofilmse financial statements.
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Chaparral City Water Ciompany
Statement cf Capitalizaticm
Deceniber31, 2886

Cnmmnn stockimiderk equity
Commonstock. par va£ueS}0, 2.508.800 shsrcs authorized,

468.314 sharesissued andoutstanding
Additional paid-in capital
Kétained earnings

3; 4,683,140
14.922,4:68
6.646.572

I

26.179.180

Lnug-term debt
Endnsfrial .Dcyalupmeut Aufharity Bqmds

Suits t99'1A serial bonds. due 1998 lhmugh 2007 (4% to 4.85983
Series 1987A neon bonds, due Dwennher 1, 3011 (MM)
Series 1997A mm bunds, due December 1, zoz2 csAas4»)
Series19978 tell bonds, due December 1, 2822 (5_30y8,)

240,000
lgug8Ng
.63 man

LGI54100

Total 1nng~tf:rm debt 6.885 G00

Lcs5; current tnalLtm'ies €1~*.80,00U')

Long-term debt, less cqrrcnt mzzturities 6.585.000

`ll0t:1l capitaiixaation

3

3
The accompanying notes are an integral part Qr those financial statements.
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Chaparral City Water Company
sraiémant of income
YearEndedDecember-31, 2886

8 Qisérniing revenues
Sales of water $7,75$.9@'7

i
I

3

8% E

Op_e_rating axpggses
Purchased water
Paver purchased fnrpumping

Otheropening cauqzanscs
General andadmittiswativcfexpenses

Mxzintemmce
Depmciatién
Proper-gv anduxther taxes

934.095
618.939
756,952

L983. 3 06
319.4124

£.632-458
285304

6.529.978

Gperating Lncnntc 1.225.939

47

Other imrmnc (exp¢:usc}
Ifneneslincome
Ina-res: cxpensu

64.397
(543,4331
(479,036)

Income from; rspemtiuus hefnrc income tax expense 746.893

lnuzame limy cxlmnse 241.774

i
3

.1
Net incemrc S 505.119 I

The 3ccomp3ny°mg notes are an integral part of these financial statements.
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Chaparral City Wat.er Company
Statement of Czrsh Flows
Year Ended December 31, 2906

S 305.1 19

1.632,458
1 I.s3 .

(13X,5I2)
236,849
"6.50l

.835
1.836

cash How: from upel:ni'mg ariivilfcs
Net incnmc
Aqlusuumm for non-ca=h iacms

Depreciation
£'rm'i<iun far Buubtiill accounts
Deferred incurs taxes
Tax beuclit on guodwili
Amartizarinn of dcht icsuancxs costs
lmpainuanr loss
Seal:-based conxpensagion expense
Chbagers in qper8ntingdsséts and lizbiiitios

Accéunis rucgieahk
Lmuinad rewemsea
Materials and supplies
Prepaid expenses and otlwf current assets
Taxes nxeivable
Regultrtoqf assets!! iabilEt'ie.»
cither assets
Ac4:uums payable
Inter-company rvxcivables/payabics
Custum8r deposits
Grief liahlliiirrs

Na cash flaws provided by operating actividcs

59,275
13.942
2,508

c 19,8373
446153)

,sat
132.243
(42,939)
34834

(107377)
131,300

F 414.519

Gash flows from investing uetivifics
Capital expenditures
Changein restricted cash
Cizsannga in ch: rescrvs Band

Net cash flows used in invcsxinsx activities

(2,l283,637)
(4,481 )
(4941 )

{2,298,049a

Cash Hows Fran: Financing activities
Toy; benefits E°nmexercise Nr stack-based awards
Re9e=ipLol'advances forand ccluxnibullions inaid of construction
Rniimds on advances for consmlxttiun
Na change in inter-companyhuntfwings
Rqzsyments oflang-termdebt

Ner.cas£t't]ows used in Ehanr.-.ing activities

,390
I 999,295
(488,128)
gaoonno)
{344,309)
(326,842)

Decrease in cash and cash equivalents (185378)

Cash and can equivalents at bcgi1ming,ofyear 876.802

and cash equivalents at end of year Sr 9 0 1  4 4 41

Smxpplcmental disdosu re of cash flaw infen-mation
Interest paid
Income lax paid, net of reiixnds

S

S

475,21 I
290,189

The accarnpanying.; fetes are an integral pan Qfthesc financial statements.
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Chaparral City Water Com party
Notes to Financial Stafémenfs
December 31, 2086

L S u m m a r y  o f  S i g u i H e a n t  A c c o u n t i n g  P o l i c i e s 3iN a t u r e  o f  O p e r a t i o n s
C h a p a r r a l  C h y  W a t e r  C o m p a n y  ( " C C \ V C " )  i s  a  w h o l l y  o w n e d  s u b s i d i a r y  o f  A m e r i c a n  S t a t e s
W a t e r  C o m p a n y  { " A W R " ) .  P r i o r  t o  O c t o b e r  l l .  2 0 8 9 .  C C W C  w a s  a  w h o l l y  o w n e d  s u b s i d i a r y  o f
MC C )  P r o p e r t i e s  In c .  ( " l V l C 0 " } .  O n  G c to l g u r  1 0 ,  2 0 0 9 .  A W R  c o mp l e te d  th e  a c q u i s i t i o n  o f  a l l  t h e
c o m m o n  s to c k  a l '  C C W C  f r o m  M C O ' fo r  a n  a g g r e g a te  v a l u e  c r f l $ 3 ' l . 2  m i l l i o n ,  i n c l u d i n g
a ssu mp t i o n  a l '  a p p ro x i ma te l y  s l y  m i l l i o n  i n  d e b t .  T h e  a cq u i s i t i o n  ' w a s  a cco u n te d - fo r  a s  a
purchase and the assets acqui red and l iab i l i t ies assumed have beenl rooorclxzd at- thei r  estl inmtrzd Fai r
va l u e s .  C C W C  i s  a n  A r i zo n a  p u b l i c  u h l l i t y  o o mp a xg y  e n g a g e d  p r i n c i p a l l y  i n  th e  p u mh q se ,
p ro d u c t i o n .  d i s i r i b u l i u n  a n d  sa l e :  o f  w a te r .  T h e  C o mp a n y  se r ve s  a p p ro x i ma te l y  1 3 ,o o o  cu s to me rs
i n  F o u n ta i n  H l i l s , .A r i z o n a  a n d  a  p o r t i o n  o f  t h e  C i t y  o f  Sc o t t s d a l e ,  A r i z o n a .  R e g u l a te d  b y  th e
Ar i zo n a  C o rp o ra t i o n  C o mmi 4 s i o n - ( " A ( " C " ) ,  C C W C  i s  r e q u i r e d  R u  p ro v i d e  se r v i ce  a n d  g l e a m
cred i t  h i  cus tomers  w i th i n  i ts  de f i ned  se rv i ce  a rea .

|

l

Bash of Prcsentatiau
The preparation of Euancial stalemenm in accurdrxnce with accounting principles genially
accepted in the United States of America requires do use of estimates and assumptions tbaf.aH'cc1
( i) the reported amount of ésscts and -liabilities, Gil disclosureufcomingent assleisair! liabilities
known to exist as of the date the financial stahsmsnxs Ana published, and (iii) thcremwrtsd azmaunt
of revaxtluas and expensfas recognized during each pcriud presented. Actual results could diB:'ér
fi'om those estimates.

8 RngulNltory Accounting
The Conapauysaccounting pniicicz; confnnun to acemtnfmg principles gcneraliy accepted in the
United States afAr<:rica, including thcnccounting principles for ratzwegulatcd enterprises,
which swear do rate-making policies nftirc ACC, and are nlainlafneld in accordance with the
Uniform System of Accounts ptescrihed by the: ACC. CCWC is subject to wghlliitinn by the ACC
in the cxicnt nccessazytu enable the ACC to d'et~¢nn~inc that CCWC's rates constiiutc reasonable
casts to its customers. Accordingly, CC\VC is subject. tn *the prov%siuns of Statement otlFinancial
Aucnuntifrg Standarcfs ("'81FAS"`) No. 71, Acca1t111'i}zgfor the .Effects ofCcrmilz Yjgres o f
Jiegrzfcrtian. CCWC dues not use regulatcsry balancing accctunts in.its rateJ3iing,s.wi81 the ACC,
which would represent amounts due to or from its cnstamers based on diflflercnées between actual
trusts and costs assumed in its rate strucnxrg, and accordingly, no such-accounts_arc reconciedin
the accompanying. financial statements. Dcfnrmd rate case expenses are capitalized as regulatory
assets and amortized as specified by the ACC for rata-making purposes.

Cash and Cash Equivalents
Cash equivalents consist of highly liquid money market instruments with original maturities of
three months or less. Ar times, cash and cash equivalent balances may be in excess cf' federally
insurntd limits. The €bmpany's cash and cash equivalents are held with financial inslittitions with
high credit standings

7
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Chaparral City Water Company
Moles to Financial Statements
Decliner 34, 2086

s
1

Iknstricred Cash
tn accurdancc with the terms cf its kg~tcfm debt agreements. CCWE is required to maintain
amount. on deposit Lu a trust account (the Debt Service Reserve) for patymcnt ofprinsipal and
interest (Ncxle 4 J- The funds in taxis account will be maintained until such time that theterrns of
die Financing, agreement are fully satisfied.. These amounts are classified as *restricted cash" In
the balance sheen

A! December ̀ 4 I, 2006. CCWC held $1,261 of reslrncted cash representingjnterest earned in
excess of the cequircd balance oil Hue D&t Since Reserve flared tc 819 M&d§riui DweMpmwL
A u cnLy. accordance with the uMmm8 orebond indenture, this hmllanw canuniv be

used in pay Mme next lady scheduled Mb1p 8 w m L

Accounts Receivable
Accounts receivable is reported on the balanceshcctnct ofany allowance [Br doubtfulaccounts-

Thc aiinvwance is based on CC\VC's evaluation at'lhe receivable por£t8Uo uzidrar current
conditions-and reviev- of specific pwblems and such Miter factorsthat, in our judgment.deserve
recognition inestimating losses

Miata:-iahs Ami Supplies
Materials and supplies are staked at the lower cxfcost Ar market. Cost is computed using average
CDSL

u;aisy Finn! and Depreciaxiau
CCWC cnpilalizcs as utility planuhesosn of additions and replacements of mtixemunt units.
Such costs include labor, maxewial, and certain irrdirecz charges.

Depreciation is computed utilizing the strain,ht-lin: madwd at rates based on the estimated useful
lives of the assets as prcscdbed bytheACC. Effective Qctolzer I, *PGS, inc ACC approved new
depreciation rates for C(8WC'5 utility plant. Depreciation erxpexzse, reilecwd as percentage of
(he aggregate dcprdniahlé asset balaiwes, was 3.4% in 1066. Expenditures for maintcznancc and
repairs are expensedas incured. Replaandor retiredproperly costsare charged to the
accumulated provision for depreciation.

8
go

Impairment of Long-Lived Assets
l..m1g-lived assets are reviewed *Br impaiinwenf. annually or whenever events or changes in
cinzmnstanpes indica;d marthe 'izaxrying gmvaunt of an asset may nut be fully rcmvcrable in
apcomdarxce with SFAS Na. 144, Accazaningfor the Jmpairmenlpr Dfspoqal pf.La1gg_-.Lived
zgsxsezx. CCWC would Ieougnime axiimpahngent loss only if the carryhig value amcnmt of long-
lived asset is not recnvczfabkffvour its undiscemned paszhilows. An impairuuenflfass is méuasuxed
AIS the excess of the clarryiug value .dven.the»&ir nrraazkei value of the longllived asset.
Managements judgment is involVcdin hott&1 éfueiding if' 'testing-for recoverability is necessary and
in estimating undiscountetl cash flows. For theyear ended December 3 l, 2006. an iMpairment
loss et $91,835 I

8
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Chaparral CID Water Company
biétés to Finaaciai Statements
December 31. 2886

have gnédwill aissigundaoihwevua. Iffhe fair value lg delnnglned in ha Lem ghanbndc vsdue;
sword step is pcdarmed.to compwne the amomnf of the iinpairinwru. In:th'isprarrhss, a fair value
For guadwifl is ostimatfzrl, based in part on the fair \°i1¥»ue:of the!operationsusedjn the Et step,
and is compared tea its carrying, value. The amount hywhich carrying value exceeds fair vase
represents the amodtrt of gocsdwiil ?mpairmem. The current year analysis indicated no
impaimwnl.

Goodwi l l
At December 31, 2006. CCWC had St I .613,X74 of gcmdwill. The goodwill represents the
difference hcrwecn the aggregate purchase price and the fair value of €.CWCI5 act-assets .acquired
byA\vR in Octabar 2000. Goodwill is reduced on an of going basis to nztlect the total tax'beneflit
realized from amunizing, for lax. purposes, the excess of tax over Pauli goodwill basis Lil
accordance wish SFAS Nu. I 09,.4ccar.tnlézg_for Inane Tatar. In ae4:ard:emce:.with SFAS
No. 142, Goodwill ad Over Intangible .»44¢.teLv. goodwill is résled Fm' impaimxcnt at least
annually on December 31 and more frequently if circumstances indicate that it may Ba impaired.
'Hui goodwill lmpairmbrir model is a own-step process. First, ft requires a-cannlglarisuu aft bf: book
value of net assets tn the fair value, using the tcnninal valuemahnd, ofdlewelhfbd-opezatilonsthai

a

Revenue
GICWIC recxands openalingrevenuea When the senile iS Pi*f>v'ided to cugtnmers, Rawenu1es'in<;Eude
amounts hilled to custnmeqlg Qu cycle based 011 meter reading Tb; services pravidéd and
uniiilled revenues rep;-esenting estimated amounts to be billed the usage i'i'om the last meter
reading; date lo the and of the accounting period- Aolual usage. may vary from this estjmale.

Advances for Construction & Cuntrilrutions~in-8id~uE-Ccrnstruction
Advances for cousnrncxfon represent amcgunrs advanwd by de§eIapers, which :uh refundable over
10 tO 20 years. Refined arnaunls undertone contracts are bascvd on annual revenues from tlvc
extension After all refunds an: made, remaining balance is transfewed Io coutributionu-im
aid of construction. During 2006, approximately 542 miliian of :advances that cpzqxired were
trarzsfenizd to contributions-irvaid oflcm1s1ructio11. Contributicms-in-aid'GF-@ns ion are Similar
to advances, but require no refunding and are amortized over the us¢fui lives of the related
prcnpeNy.

Bah( Issuance Cnsf$
Original debt issuance oosxs are capitalized and amortized over the lives ii' the pn-.specxive issues.

New Accauu ting Pmnnuncemexxts
Effective January 1, 2666, CCWC adopted do provisions Qt' SFAS Na. 123(R),Share-Based
Pay1zzem°__ which requires t:E»xe.r¢ccvgniiion of cpmpensaxion expense related tea the fair value of
stack-based compensation awards. The adaption of this new standard did not have a m8rcrial
effect on CCWC*s.firrancial statements,

88 9
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Chaparral city Water Company
Mates toFinancial Statements
December 31, 2086

Related Party Transactions
c(j\vc receives vari4Jue» services flam"ifs parent. A'\VR, and firm Golden Sou: Water Company
(°'GS~WC"l, a wholly owned subsidiary ofAwR. In addition. ASK has arr $85 million
syndicated credit-facility. AWK horrnws under-this facility and provides funds to CCWC in
support of its operations. Amounts owed lo ASK for borrowings under this faniliry total
S1,400.000 my of December 3 L 2006 and are inuludeé in €CWc's imper-company parables on the
balance sheet. The interest Ms changed to CCWC is sufficient lo cover-AWRls interest cos;
under the crediglixcriity. GSWC also allocates certain qoqxoxaxe office adminis!Iuh'vc and general
¢Ost5 W COW() using agl'Ql=d upon alklcation factors based on a weighted rate calculated from
customer numbers, utility plant, exponsesmnd lab0r2<:osts'("fuur-facm.r mq:l\qd")'tl1ar was
wvuablishecl by the California Public Uiiiities Unnimission for ttgulalcd companies..As of
Daaemher 31 , 2006, interaelnpaluly \~e¢1'f.=i*¢*==Lbies indgded $31,050ldue Ram GSWC rc5atedio these
allocation..

Regulatory Matters

5

In accordance with accounting principles for rate-regulated enterprises, CCWC records regulatory
assets, whichrepresent probablefuture revenue assqciategi with certaincosts that wit}be
:Hz:uvered_Ernnx wstpmem81f°*18Y* tlxeratennnkimg pfrncess. and regulatory liabilities, which
mpmscut probable future reduetiunsin rcvanue assnciactcdwith amounts that are to Era credited in
cusnornersdnmlqgh the ratemaking process.Rogulatltxy asses, less regulatory Fiabilities, included
in the balance slwetane as-foHelws»ns of Decevhber 3 I. 2006.

Deferred genera! rata xfase costs

Asset retirement Gbligatiims

Gain on settlement Rat removal of' wells

$

IB

195.236

_gag
(7£i{l;G€}0)

(316,325)

Deferred General Rate Gsrsc Cask:
Do£lcsre4d rare case expenses are capitalized as regukalory assets and amortized as specified by the
ADC for rate-making purposes.

Asset Retirement Ohiigadons'
]88e<:tivc Jzmuagy 3, 2003, .CCWC adopted SFAS No. 143, "Ac::aw.z££ngfor Awe! Retirement
Qbligalfons Because retimmenl costs have historically been ram vered though rates atthe time
.of rctiieruent, upon implementing SFAS No. 143, life cumulative effect Was rezf{é<:ted'as a
reguiawry 8s5et. CCWC will also reiladt the gain or less at seltliztnent Asa regulatory asset or
iiabifly on the baizuwe sheet.

».1I

4.

iw2T51.
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Chaparral City Water Company
Notes to Financial Statements
December 31, 20oe

\

é" agreed ld pa1nnanenlly~rBmG1£¢ End sery ics :  th is  W§l f4udim m u m c c w c  r e c e i v e d  a  é a g l e m c n t

G a i n  M n  s e t t l e m e n t  f e r  r e n e wa l  o f  we l l s :
Fn8n18l1  Hi l l s  Sani t ary  Dis t r i c t  ( "FHS D" )  i s  a  po l i t i ca l  subdiv i s ion o f  t he S ta le  o f  A r i zona that
prov ides  saneary  sewer  serv i ce t o  cus tomers  res id ing wi f h iu  CCWC's  water  serv i ce area.  I n
connec t ion wi l l s  i t s  san i t ary  sys tem,  P l - ISD cons t ruc t  a  recharge sys tem whereby  i t  recharges
t reated ef f luent  t hreugj r  mul t ip le  aqui fer  s torage and recovery  wel l s .  I n  order  f or  FHSD to secure
an Aqu i f e r  P ro tec t i on  Perm i t  f u r  i rs  rec harge s y s tem,  FHSD rc quee led CCWC to  pennat rent l y
cease u5m8 one omi ts  weak .  As  a poss ible replacement  for th is  wel l ,  F i -LSD cons t ruc ted a new
we l l  ad j ac en t  t o  t he  c ommun i t y  c en t e r  { "Commun i t y  Cen t e r  We l l " ) .  Howev er ,  t h i s  we l l  was  no t
ab le  t b  p roduc e  an  equ i v a len t  amount  e f wax er  I o  GCWC's  we l l  t hac wa§ f ak ed  our  o f p rudner i on .
A c c ord i ngl y .  i n  Fe l i uuary  2905 ,  CGWC en t e red  i n t o  an  agreement  w i t h  F I - I S D whereby  GCWC

l ' ee¥1£S l , $20, 000 f i e l d  EHSJ J .  Pe l s uax r r t t e  t he  agreement ,  CCWC wi l l :  ( i i  permanent l y  y emen
f renzy serv ice and cap this  wel l ,  and esp another wel l  which had never been used Gs a parable
sooigee of  supply ;  ( i i )  re l inquish any  legal  c la im or interes t  that .CCWC.  may  otherwise possess  i t
the Communi ty  Clearer Wel l :  and ( i i i )  grantor opt imum Te PHSD1e acqui re one of  the wel ls  Ar a
fuhl r f :  date at  fa i r  market  value.  CCWC has  recognized a net  gain af  $760,DUO related to th is
sc t t l emeur  agreement  and has  es tab l i shed a regu la tory  l i ab i l i t y  hr  t he remain ing $760.0e0
p e n d i n g A C C  r e v i e w ' d l l l l i s  m a t t e r

, J

Utiiiti' Pinot

The i111{owin_<.8 table shrews  the Companj f s  u t i l i t y  p lant  by  Najaf  c lass  as  of  December  31,  2006*

Land

Source of water ripply

Pumping

Water treatment

Tramzmi'a:i<:>n and distribution

Other property Md equipment

$

Accumulated dépneciaiian
Construction work in progress

271.857
4956.919
3~323.855

175.225
I 3 E 2.760
1.870.998

5 I .02a.714
(I4,947,299

L.241.397
38;3I.4.815

U

S
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Chaparral City Water Com party
Notes to Financial Statements
Deczember 31, 2006

Lo11s~1erm Debt

Industrial Devgxlnpnxcnl Authority Bond;
Subsfanlially all of utility plant is pledged.a:» collateral for CCWC's Industrial Devclnpmenr

Gs
eerlafn financial ratios: (ii) restricts CC\VC's ability to itwur debt and Inane liens, sell, lease or
dispose of assets, merge with another eoqworulion, amlflii) :Mgr-me payment vfdividends.
ccwc maintains 4 debt service ruservc fund with-a balance o'F$658,:/306 at Deccmher3 L 2086.
Amcgunrs an: ¢Iassii-ledas non-current restricted cash on the balance sheen. Theloan and-trust
agreement eouinins restrictive covenants, inaludiug the mainterumrw of-a d¢bt service coverage
Mio of 2.6. as defined la the loan and trust agreement, c&lculated°arm31ally an year end. As of
December 31, 2006. CCWC was in compliance with all con?énnnts under the [an and mm
aarcelncnt.

Auahurily Bonds The fond Agreement. among Qiher things, (i) requires CCWC to maintain

Repayment Contract
In 1984. ccwc enlcred into an agreement with the United Sgtatses Bureau af Rech1mation for
cansuuction of delivery and storage system lo smnspon ¢.3entra¥ Arizona Pm_ect (.'CA{*"l water
to: CC'WC*s property (the "Ddivexy Agreed¢;nt"_}. In cbungction-*ihwmwith,-é. repayment
obiigatian was incurred by CCWC related to ¢:onsq:uctiun casts]3}us-inte.nesL cdwc maeie du:
fmnlpaymfmx on this obtigntism 'in 2806. Interest acrzmed atari& of3.34% per annum. The cast
oFt~h¢-: Mwstrucsieri assets is recorded as utility plant. Undwrlize mms of the Delivery Agreement,
CCWEI retains the dghx to use the delivery my snuragp syslmuw far au xmspmiiied lilac period
conditional upon meeting certain obligations including shaking suhedtileé principal and 'mteuesn
rcpuagfruents forth construction costs and-epcrating and m8ilma1ning Me systan. The Delivery
Agmvalnlealt-alsa provides that the Uni1.ed'State§ Bu:-e4u of Rmnlamaaion retains ownership Ni' the
system Pmsuanr m this Agreement., CCWC ccntinucs to maintafz; a deizrrservice reserve fund
with abalwnce of' $69,755 at December 3 I. 2006. This amount is classified as part of non-current
restricted cash cm the balance sham.

Maluritics of tcuntomm deb: outstanding at. December 3 l, 2006 are alafbllows:

2007

2008

2009

2010

201 l

`U'1erca8er

s 2840.006

360.800

3 l 0.00o

330.000

345-000

3004090

Less - current port<Jn

3

6.865.000
(288,800)

6.385.068

12
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Chaparral City Water Company
rubies £o Financial Statements
lleaember34,2096 I

Dividend Limitations

CCWC is subject to cosxtracjual restrictions on its ability w pay dividends. CGWClsmaximum
ability to distribute dividends is limited tn nxaihlenancz:of no Mme than 55%8c}n in tile capital
gr-ucture forzhequarter immediately preccdiny, tlré diétributinu. The ability of CCWG to gay

S66 million wigs available in pay dividends-to AWII at December31: 1866. Cnntracluél
restrictions are the most rcsuintive. TI't¢.':11ewere nodividends difrribuzqd from ccwi' in AIR in
2085.

divided is also neslriskQ.by Arizona laws uE<1=r usslrictions aft he Mhnui8458,-ippwélkisgalnly

8 (x Taxes on Income

CCWC is included in AwR.'s wnsolidaled federal income tax return. CCWCJ3lcs alt Arizona
state income lax mum. CCWG's federal My pmviskm and liability are caunpuNed as if it iileéa
sapaazaie remen. Income Iaxdfxpimsc imzludei the cuwenr tar lfa'bility &om apemuntions, the change
in dufcrreri income isenes during the year, and.th& re'duc:tian in gogéwill dauingtthe year (as
discussed under "G WEWL UCWG-nppEes thepmvinionsof~SFAS No. l 09,.4a:.¢:p:ux1ingj'or
legume Tdrczv. which rpquines the use of an assenand lighilicy appmadx-in ariooi§16ug for income
Uuees_This appvaaéh requincs Ihn nzcu8nifion of dnfgrred tax aasse»€~8 augi.Iia,bi1¥ti¢§.Eorti1e expected
frmuve-:ax consequences oft:-vzlzzis the: haveiqeen rueosmized in CCWC's financial s¢:lnheuu=ents or
lax returns.

The si8niEcatu eumpoaents nffhc deferred "tax assets and liabilities ms reflected 'm the h5l8nce

sheer at Decufuber 31, 2006 were:

i

0<¢ferrc4 tax assets
Canuibutiivns and advances

Gther pmperliy related

Other nozipmroperty related

3 1.6723 I =,

36.3 DZ

65.71?

1.774.034
!`)c[<:rrcd tax iiabilfiirss

Goodwill

Fired assets

OUter property related

Other

Accumulated deferred income taxes - net S

(4 I9 ,643)
(2,591,85?)

(6,605)
(90,3s.§;

f5,sa2¥,4zm
.g4,<t34,3s<8)

II
i
3
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Chaparral City Water Company
Notes ts Financial Statements
Bgcemher 31 , 2D06

1

The current and deferred components of incomqtazc c>._pen3e were as ibliaws:

Current provision

Federal

Stale

Total current my expense:

146.267

150

I46_417

Ueferred proviskiu

Federal
Stats

Total deferred Lax expense

(114,619)

Q16,$93l

( H L512)

Bencfif applied to reduce gctddwfli 2241869

Total 'income :a expexwe so 241,174

To.e;federa¥ stainfmy rate differs furn the ii"eotive .rate pnintazilytiue to-state taxes, net Gui' federal
benetil, and adjustments resulting From Lhaqompletion in 2006 of the-Internal Revenue Service
and Joint Committee ofTaxatiou reviews of an amended 2801 federal return filed in 2005.

Empkcryce Bcneiit Plains

GSWC has a deiuéd beluutit plan (the"Plan") that provides eligible emplctyevas nfGSWCand its
afiilfalbs, including CCWC, mmnhly benefits upon retirement based on average wnlarics and-
Eeugth ofscrviae. Pension most of the Connixizay is based an an ailocdion fiu1rli.GSWC of tic mill
cost1-dated to the Plan, Thee allocalWd mention cost inf OGWC was815304 rarw.¢yem-~¢nd¢<1
December 31 , 2006, Iitfnnhitibn regsunding aecnmnlatcd and-piwqjeunad-h~=netit cl=i11igaIi¢¥n% is not

eeqnglly
¢l,¢nlnging r¢qlliJ'Bmem¥n£the t;¢m,;m,¢=;4¢a»gm9n¢1n¢¢@4as=u»i¢yAa cmswa.
ifctiva amployecs are aLls(o affereii medicaL-da1:aI, and vision care benefits thrsmgh various
medical insurance plans.

pr¢xzm=d an the sinbsidiaxy mama. m utsmiribrrtiops mjmaew t¥i==<2iat4 Was wméb' -M111
All

I \ xnvcstmem
manager. Company cnntnblgticms lb the GUI (in) are basedupon aperccntage-of 'individual

CCW C is also included in GSWC's 401(k) Investment lnceutjve Programs, under which
employees of Gswc and irs affiliates may invest a pcrceniage of their pay, up to a maximum
mvestmenl* prescribed by law, in an investment pvogataxn managed by an uulsida '

empioyec contributions. 'Hue Cbmpziny contributions to rh¢»461(1¢) plan iiwr 20U6 (otaied $20,209.

1-4
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gplaparral City Water Company
Notes to Financial Statements
December 31, 2006

6. Related Party Transactions

CCWC benefits from customer service, rcgulatorv all£airs_ human resuunces, insurance, legal,
emplace bcnelitk rnanagemenr, accounting and financial services Provided and paid for by
GSWC and reimbursed by CCWC. GS WC allocates these costs tn CCWC using agreed upon
aliocatuon factors based on a weighted rate calculated [ram customer numbers, utility plant,
expenses and labor costs ("four-liactor method") titan v»aS established bathe Cdifarnia Public
Utilities Commission for regulated companies. The co>ts for those services, including allocated
cost fm- the employee benefit plans discussed above. were $I.292.436 for the year ended
December 3 l, 2906 and have been included in other operating expenses and general and
administrative expenses.

Cumnxitmcnts and Crnrtingcncics

CCWC obtains its water supply from two operating wells and f.mm Colurada River water
dclivewd by the Camel Arizona Project ("CA P"). The majority afCCWC's wane: supply is
obtained 5'om its CAP allocation and well winer is used for peaking capacity in excess of
treatment plant capability, during treatment plamshutdnwn, and to IaEep.th,e well system in
optimal opseguxing condition.

CCWC has an assured waler supply designation, by derision am; under of the Arizona
Depamnent-of Water Exesources ("AD'lVR"), providing in partthai, subject Io its requirements,
CCWC has asl1$cieut supply of groundwater and CAP water which is physically, continuously
and loudly available to satisfy cun t and committed demands omits custorncrs, pins at least two
years of predicted demands, for loG years. On April 7. 2004 the ADWR issued a decision
cunlinning that CCWC has demonstrated the physical, legal and continuous availability of CAP
wzrlcr :Md groundwmcr, in an aggurogaue volume of 9.828 acre-feet per year for a minimum of 100

CC WC has a long-terzn WMCI' supply contract with the Centrni Ariana Water Consarvatitm
District (the "I-)ism'ct") through September 2833, and is entitled ka take 6,978 acre feet ctfxvaler

.per year from the CAP. The maixwccnancerraie the such water deiiveréd is -set b§'"'};he Disjzict and. is
subject to aunqal imzreases. The estimated renrainingconimitmexlt untier this contact is'S$,3
million as afbeceMber 3.1, 2006 with an estimated snnuaf payment uf-3192l1»,(l00.

I

The Arizona Water Settlement Act was signed 'mtg law in December 2084. This legislation
provides for the additional CAP allocation to CCWG in the amount cf 1,931 acre-feet per year.
In order lo receive this additional allocation, CCWC must cuter into revised contract with the
*Districl. CCWC is worldng on an amendment witty the District w purchase the 1,931 are-feet of
water per year Qfadditional CAP water rights For an estimated ambuixr af$1 .1 million as of

"55t¥=¥1 written agreement is execulcd, wllicb is anticipéiaecd to be: in 2007_
Ucfcember 31 , 2006. The price is subject to further adjustment and isexpected to increase until

). Once a revised wntxaci
,with the District is executed, CCWC expects to apply to the ADWK to modify and increase its
designation of assured supply 8am 9,828 acre~feet per year to $1,759 acre-feet per year.

I

i
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Chaparral City Water Company
Notes to Financial Statements
December 31, 2808

:5
: s o
Ari?

Notwiihstnnffng au 8lbiiured water supply designation. CCWC's vfwaicrsupply may be subject to

event of inhermptiaunnrmeductiuuu of CAP water, CCWC can navy on iii well wémursupplimr for

alsxnmus may be int8rruptd'I or curtailed, pursuant to the provisions of its tariffs. CCWC ha; the
physics capability to deiivar water in excess of that which is currently acenuutad far ix; CC\'i'C's
assured water supply aacounx.

memzpion or l=d41¢liw. in p¢I!i4ulai owklgto iaullzfrruptinn of federation e£CA_B we»&l-, in the
~=4"¢==§=~w

shop-term pu'i06s. }i°W¢v=1L the quantity of walrr OCWC s\@Iiss to some or dl QOM

ccwc is involved from time W lime in niaiuns and litigation, both as plaintiff quad de{8ukjgnt,; in
the undinmy ccnursc of husixllwssi- Management is of the opinion that the utNpéme ofsuehlili8lalljun
will nothave a marcrial adverse effect upon CCWCls results ofbpexatians; financial position nr
cash Hows.

16
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In our thelaccornpanying bananas sheetsnd statement at capitlidiaation and the related
statements d income, common stodd\oldél's equity aM CMH flows prim MW, in dl mme
M M, the Mandel of C anal CwWater ("the Glompanyf) at DwemWr St ,
2007, ad the results d its opaadwls arid its men flows for the year then ended In conformity with

mneradn accepted in.the States d America. These Hiwmdd .statemme
are the l8wmlMlw at the Coinpamfs mamawmem Qui r%poiwWilw is to express an opinion on
diesel imncml Mtefnwm on- our audit. We condoM our aWN at these statements in
awolwwith auditing StWdarids generally accepted iN the UMM States at Those

that we plan and om the aM .to Wtahl masomhlewmtemeaM\N whether
statements are tree d mat€ml`mEsmt mL An auk IMW8 examining, en a test

bads'. Mdenm.=wwoMg the mum and dhebsuies.MUie6nlaniM assessing the
a :ww m&mwwtsm.aM smhi§cant estimates air evlahwing the overall
tiwandawswmmmt mwentmiun. Webelieve wt we adm pnowde a rwonabm Niasis-iw our
opinion.

RQICEVWERHQUSECOUPERS

To the Board of Directors and Stockholder of
Chaparral City Water Companyz.

Report of Independent Auditors

M

PrieewatorhouseCoopors LLP
esc South Grand Avenue
Los Angeles CA 90071
Toléphono (218)3566000
Facsimile (813)8374444

\

I

»

I

l

i
I
|

I

i

r

:

i

I

l

i

:
I

:

!
I

i

!
i4
i

i

:

I

ril 7, 2008

i

I

!

I
4
I
I

i

As

1

i



0

O
I
:

O

1

Chaparral City Water Company
Balance Sheet
December 31, 2007

s

i
i
I
I
3

1U8"Y pa
Less' accumulated depredation
Consuuclion work in progress

Not utility plant

fOthef Plopgrty and lnveanents
Goodwill
Restlicied cash

59,065,283
(1e,1a'/.sse)

e4e.saa
43.84.257

i

I
l

4

11.353.429
128 175

12.082444

,Current Assets
Cmh and cash eqUvdents. Eu

Ancourits receivable, ng d allowance d $20,177
Inter-company receivables lrurn GSWC
Inter-compelrytaxes reeelvelble num AWR
Unbilled revenues
maledds and euaelles
Prepaid expenses and other current awe48
Deferred Income taxes - current
Regulatory assets current

Toralcunrenl msels

s

14.44a
as4,aso
1eo,1a1
792.454
aaa.e4o

13.908
157.116
a7,67s
1 1  . m

1 ~ w5 , w

i
I
1

I
1

I
I

x

buwemssets
9 Debt lsauanncecosts 3971510

Total assets s ._7eHa.§.?~5

|
E
3Ii
i

.

l.

Kiapltidhantlonund Ulhllliltl
www

Toureapnauamian

$ 26,65,248
q_gq5*QQQ

3?94?24a

E

i
\\I

5

I

Ana eontlngendes (note g)

Xlwwt Uabilillos
Long-tem debt, current

. Aaeaunm payable
: Bank oveudiuil8

lneane taxes payable
late¢-company loan payable to AWR
Aeecued 1. eaqaensos
llwcwed plunentylaanas
Ancllled sums:
Other

" ' r ""J  -J

I
5

Totd annentlabllltles

300,000
2764945
394510

4,779
1,650,000

97,317
1 oa.7a1
811869

174.9144
2-678.611

609.a21
s.ss2,o4s

11,333,517
3.666554

164,712
557.144

2? man #ws

I
r

Qufomefdenoefw
Advanoestorcnnsuuczlon
Col'lll'IJlI10lBlr\dddl§ol'ls1luclion,n6l
Dstsnad hcometaxes
lneanotaansspeyublo

To1al o01ef c4Bdlts

Totdcapltdzelionandllabilltles a nfmsaa
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The accompanying hates are an integral pan of these rnanclan statements.
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Chaparral City Water Company
Statement of Capitalization
December 31 , 2007

I
1
i

Common stockholder's equity
Common stock, par value $10, 2,500,ooo shares authorized,

460,314 shares issued and outstanding
Additional paid-in capital
Retained earnings

$ 4,603,140
14,946,900

7.107208

26.657848

x

g
II

1

I3
I

Long-tenn debt
Industrial Development Authority Bonds

Series 1997A term bonds, due December 1, 2011 (5.20%)
Series 1997A term bonds, due December 1, 2022 (5.40%)
Series 1997B term bonds, due December 1, 2022 (5.30%)

1 ,000,000
4,610,000

975000

Total long-term debt 6,585,000

Less: Current maturities (390900)

Lor\g~term debt, less current maturities
61285,000

Total capitalization

/

\

I

81
I

The awompanying notes are an integral pan of these financial statements.
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Chaparral City Water Company
Statementof Income
Year Ended December31, 2007

Operating revenues
Sales of water $ 7,704,041

Operating expenses
Purchased water
PoWer purdrased for pumping
Other operating ekpeiises
General and administrative expenses
Maintenance
Depreciation
Property Eng other taxes

858,379
617,934
601 ,824

1,940,670
537,446

1 ,684,820
274,451

6,513,524
1.

Gpferaung Income 1,190,517

Qther lheome (expense)
Interest Income
Interest expense

49,322
(479,814)

(420,492)

Invdma from opdra\lan's lweflare lhcometix ex:p6N§a 760,025

Income tax expense 295,012

Not Income $ 465,013

i
I

9

n
it

I

3
\

I

The accompanying notes are an integral part of these financial statements.
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Chaparral City Water Company
Statement of Changes in Common Stockholder's Equity
Year Ended December 31, 2007

\
!
l

I
5

I

Common
Stock

Additional
Paid-in
Caplial

Retained
Eamings Town

l

3

E
E
!

3

i

i
]

Balance, January 1, 2007 $4,603,140 $14,929,468 $ 6,646,572 $26,179,180

Cumulative effect d adopting FIN 48 (4,877) (4,377)

Net income 465,013 465,013

17,432 17,432

8
l
I
II
E

Stock-based awards, net of tax effect

Bialhnoe, nsaembér so, zoom $ z 1Qz.2Qn 3 ?fs,657£§8
0 .
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The accompanying notes are an integral part d these financial stétefnwts.
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Chaparral City Water Company
Statement of Cash Flows
Year Ended December 31, 2007

$ 465,013
Cash flows from operating activities
Net income
Adjustments for non-cash items:

Depreciation
Provision for doubtful accounts
Deterred income taxes
Tax benefit on goodwill
Amortization of debt issuance costs
Stock-based compensation expense
Changes in operating assets and liabilities:

Accounts receivable
Unbilled revenues
Materials and supplies
Prepaid expenses and other current assets
Taxes receivable/payable
Regulatory assets/llabilitles
Other assets
Accounts payable
Inter-company receivables/payables
Customer deposits
Other liabilities

Net cash flows

1 ,684,820
6,699

(236,124)
260,445
26,500
3,664

provided bY operatingactivities

(10,192)
(8,879)

613
35,369

240,833
(30,681 )
19,649

(31 .294)
(129,681)
(120,524)

(3.6801
2.172.570

Cashflows- from. Investing activities
Capltil expenditures
Change in restricted cash
Cwenge ln- debt reserve iutid

Not cash flows used in investing activities

(2,848.217)
(1.182)

(714)
.(2;850,11 Sp

Gashilows from fioahcing.a¢tivkles
Baiik Qverdmalts
Tax benefits from exercise of stele-basaedawards
Reeéipt of adwmarices for and cecatriiutions in aid of constiuctien

on advances for constn2:étiah
Not change in inter-company bomawings
Repayments d long-term debi

Net cash flows pfrovidedby financing activities

39,510
13,070.

..~ ,756
( . s s *28;)
250,
(8848i . I
255.113.

581
as sos

Decrease in cash and cash equivalents (391,430)

Cash and cash equivalents at beginning of year 391 .430

Cash and cashequivalents atendof year s

Supplemental disclosure of cash flow information
Interestpaid
Income taxpaid, rel of refunds

$
$

442,103
16,788

The accompanying notes are an Integral par! of thésa firwancid stalemants.
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Chaparral City Water Company
Notes to Financial Statements
December 31, 2007

x

I

1. Summary of Significant Accounting Policies

Nature of Operations
Chaparral City Water Company ("CCWC") is a wholly owned subsidiary of American States Water
Company ("AWR"). Prior to October 11 , 2000, CCWC was a wholly owned subsidiary of MCO
Properties Inc. ('MCO°). Ort October 10, 2000, AWR completed the acquisition of all the common
stock of CCWC from MCO for an aggregate valueoi $31 .2 million, including assumption of
approximately $12 million in debt. The acquisition was accounted for as a purchase and the
assets acquired and liabilities assumed have been recorded at their estimated fair values.
CCWC is an Arizona public utility company engaged principally in the purchase. production,
distribution and Ade al water. The Company serves approximately 13,000 customers in Fountain
Hills, Arizona and a portion of the City at Scottsdale, Arizona. Regulated by the Arizona
Corporation Commission ("ACC"), CCWC is required to provide service and grant credit to
customers within its defined service area.

Beds of Presentation .
The preparation of financial statements in accordance with accounting principles gehaadly
accepted 'm the United States of America requires the use Of and assumptions that
affect (i) the reported amount of assets and liabilities, (ii) disclosure at contingent assets and
abilities I<11o~1ivn to exist as of the date the liriancial statements arepublished,and (iii) the

reported amount of revenues and expenses recognized durlng eadh period presented, Actual
results could differ from those estimates.

System of Accounts prescribed by the ACC. CCWC Is

Regulatory Accamoting
The Coh1pany's accounting policies conform to accounting principles generally accepted in the
United States of America, including the accounting principles lot rate-regulated eritelpNses, which
reflect the rate-maldng policies of the Acc, elndale maintained in accordance the Uniform

rest . sulaleet to regulation by the Acc to the
cadent necessary to enable-the ACC to aaemaneuuarccwcs Fates constitute nelastzlnablecasts

.to its customers. Accordingly, cewc issubject to:the pncvrislons of sraretnent al Finalrudal
Accoontiog Stawadarrds ("SFAS") No. 71; lot #19 Elllsds of Types of
Regulation. ccwc does not use rwvlmw belandngacccuntc in its rate lilings with the Acc,
which would repleserna1ncunts due~to.orflemitscustomers basedon.dif¥el%nces blelween
amen costs Ana costsassumed units rate-strudure, and accordingly, no such accounts are
recorded in the accompanying finaneianl Deferred rate case-expenses are calpllallzed
as regulatory assets and amortizedas specified by the ACC for rate-maidng purposes.

I
I

E

Cash and Cash Equivalents
Cash equivalents consist of highly liquid money market instruments with original maturities of
three months or less. At times, cash and cash equivalent balances may be in excess d federally
insured limits. The Company's cash and cash equivalents are held with financial institutions with
high credit standings.

Restricted Cash
In accordance with the terms of its long~term debt agreements, CCWC is required to maintain
amounts on deposit in a trust account (the Debt Service Reserve) for payment at principal and
interest (Note 4). The funds in this account will be maintained until such time that the terms of the
financing agreement ere ruby satisfied. These amounts are classMen as 'restricted cash' in the
balance sheet

7
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Chaparral City Water Company
Notes to Financial Statements
December 31 , 2007

At December 31 , 20o7, CCWC held $14,443 of restricted cash representing interest eamed in
excess of the required balance on the Debt Service Reserve related to the Industrial
Development Authority. In accordance with the requirements of the bond indenture, this balance
can only be used to pay the next regularly scheduled debt payment.

Accounts Receivable .
Accounts receivable is reported on the balance sheet net of any allowance for doubtful accounts.
The allowance is based on CCWC's evaluation of the receivable poWolio undercurrent
conditions and review of specific problems and such other factors that, in our judgment, deserve
recognition in estimating losses. During 2007, CCWC added $8,699 to the allowance for doubtful
accounts and wrote-off $11 ,633, net of recoveries.

g

1
[

1;i

Materials and Supplies
Materials and supplies are stated at the lower of cost or market. Cost is computed using average
cost.

1
I
i
I

I
i

Utility Plant and Dapmelation
CGIWC capitalizes as utility plant the oust of additions and replacements of retirement units. Such
costs include labor, material, arid cenaln indited charges.

i

I

I

s

:

1

I

i

+

I

l

r

l
I

I

l

z

depreciation rates for CCWC's utility plant. Dapnedation expense,
\ I

I

Dlepneeiatidn is computed utilizing the streight#lir1e method at rates based on the estimhled useful
lives of the assets as prescdbedhy the ACC. Effective October 1. 2005, the Acc approved new

refteded as a percentage of
me aggregate depreaable asserbalénees, was 3.3% in 2607. Expenditures for and
repairsare eaqaensed as incurred. Beplaeed or retired prupieny costs are charged tn the
abeumulated provision for depression.
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Chaparral City Water Company
Notes to Financial Statements
December 31, 2007
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Goodwill
At December 31 , 2007, CCWC had $11,353,429 of goodwill. The goodwill represents the
difference between the aggregate purchase price and the fair value of CCWC's net assets
acquired by AWR in October 2000. Goodwill is reduced on an ongoing basis to reflect the total
tax benefit realized from amortizing, for tax purposes, the excess of tax over book goodwill basis
in accordance with SFAS No. 109, Accounting for Income Taxes. In accordance with SFAS
No. 142, Goodwill and Other Intangible Assets, goodwill is tested for impairment at least annually
on December 31 and more frequently if circumstances indicate that it may be impaired. The
goodwill impairment model is a two#step process. First, it requires a comparison al the book
value of net assets to the lair value, using the terminal value method, of the related operations
that have g°8awail assigned to them. If the lair value is determined to be less than book value, a
second step is performed to compute the amount at the impairment. in this process, a fair value
for goodwill is estimated. based in part on the fair value of the operations used in the first step,
and is compared to its carrying value. The amount by which carrying.valueexceeds lair value
represents the amount of goodwill impairment. The current year analysis indicated no
impairment.

Revenue
CCWC records operating revenues when the service is provided to customers. Revenues include
amounts billed to customers on a cycle basis based on meter readingtor services provided and
unbilled revenues representing estimated amounts to be billed tor usage from the last meter
reading date to the end al the accounting period. Actual usage may vary from this estimate.

Advances for Construction & Contributione-in-aid~of¢Constructlon
Advances for construction represent amounts advanced by developers, which are refundable
over 10 lo 20 years. Refund amountsunder the Contracts are based on annual revenues from
the extensions. After all refunds are made, any remainingbalance is transferred to contributions-
in~aid of construction. During 2007, $2,558,793 of advanees.that expired were transferred to
contributions-ln-aidof construction. Contributions-in-aid Of construction are similar Io advances,
but require no refunding and are amortized over the useful lives or the related property.

Debt Issuance Costs .
Orlgind debt issuance costs are capitalized and. amortized over the lives of the respective issues.

Related Party Transactions
CCWC receives various services from its parent, AWR, and from Golden State Water Company
('GSWC'), a wholly owned subsidiary of AWR. in addition, AWR has an $85 million syndicated
credit facility. AWR borrows under this facility ad provides funds to OCWC in support of its
operations. Amounts owed to AWR for borrowings under this faeility total.$1 .e50,000 as Of
December 81 , 2007 and are included in CCWC's triter~company parables on the balance sheet.
The Interest rate charged to CCWC is sufficient to cover AWR's interest cost under the credit
facility. GSWC also allocates certain corporate office administrative and general costs to CCWC
using agreed upon allocation factors based on a weighted rate calculated from customer
numbers, utility plant, expenses and labor costs ("four-factor method") that was established by the
California Public Utilities Commission for regulated companies. As of December31, 2007,
intercompany recdvables included $160,731 due from GSWC related to these allocations.

g
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Chaparral City Water Company
Notes to Financial Statements
December 31 , 2007 8
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New Accounting Pronouncements
In September 2008, the Financial Accounting Standards Board ('FASB") issued SFAS No. 157,
'Fair Value Measurementsi SFAS No. 157defines fair value, establishes a framework for
measuring fair value in accordance with generally accepted accounting principles, and expands
disclosures about fair value measurements. SFAS No. 157 is effectiVe for financial statements
issued lot fiscal years beginning after November 15, 2007. CCWC will implement the new
standard effective January 1, zoos.
SFAS No. 157 may have on its future financial statements and disclosures. In February 2008
the FASB delayed the effective date of SFAS No. 157 lot certain nonfinancial assets and
liabilities until January 1, 2009.

CCWC is currently evaluating the impact, if any, that

:
\
\

InFebruary 2007, the FASB issued SFAS No. 159. 'The Fair Value Option for FrnandaIAssets
and Financial Liabilities' SFAS No. ~159 anew; measurement at fair value of eligiblefinancial
assets and liabilities that are not otherwise measured at fair value. The election to measure a
financial asset or liability at fair value can be made on an insthlment~by-instfun1ent basis and is
irrevocable. The difference between "carrying value' and 'fair value' at the election date is
recorded as a transition adiuslrnent to opening retained earnings. Subsequent changes in lair
value are recognized in earnings. SFAS No. 159 also establishes addltienal disclosure
requirements designed to facilitate comparison between companies that choose dllerent
measurement attributes for similar type assets and llahllities.. SFAS No. 159 is effective for
CCWC's lineal year beginnlngdanuary 1, 2008. CGWC isevduatingthe potential Of
SFAS No. 159; however, this standard is mt expected to have a material impact on CCWC's
future financial statements.

In December 2007, the FASB. Issues SFAS No. 141(R) (revised 2807), 'Business
SFAS No.141(H) establishesmiridples ad requlrernents for aequiriaf of a
revaavgnizesarld measures in its fihandd statements the ldentIHable arssersseqmdred, the liabilities
assumed, and any noneontnallng interest In the acquires. Fl
guidance for recvsnlzinu .the.geo»dwilt acquired in oonnblnatlion
determines what information ro disclose to enable users of the iinandal statanent to evaluate the
nature and~frnanoial effects of the business combinaiioll. SFAS No. 141 (R) is effective fer
iinarnciarl statements issued for iiscell years beginning after December 15, 2008. Accordingly, any
business CCWC engages In wit be recorded ad disclosed following assisting
aeeountiog standards Amil January 1, 2000.

SFAS No. t41(R) also provides

InDecember 2007, the FASB also issued SFAS No. 160, "Noncontmlling lntenosts 171
Consolidated Financial Statements---an amendment of AHA No. 51". The objective d SFAS
No. 160 is to improve the relevance, comparability, and transparency of the financial information
that a reporting entity provides In Its consolidated financial statements by establishing accounting
and reporting standards for the no controlling interest in a subsidiary and for the reconsolidation
of a subsidiary. This statement applies to all entities that prepare consolidated financial
statements, except not-tor-profn organizations. SFAS No. 160 amends ARB 51 to establish
accounting and reporting standards for the no controlling interest in e subsidiary and for the
reconsolidation of a subsidiary. It also amends certain of ARB 51 's consolidation procedures for
consistency with the requirements at SFAS No. 141(R). CCWC is evaluating the potential impact
of SFAS No. 160, however, this standard is not expected to have any material impact on CCWC's
future financial statements and drsdosures.
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v Chaparral City Water Company
Notes to Financial Statements
December 31, 2007
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2. Regulatory Matters

In accordance with accounting principles for rate-regulated enterprises, CCWC records regulatory
assets. which represent probable future revenue associated with certain costs that will be
recovered from customers through the ratemaking process, and regulatory liabilities, which
represent probable future reductions in revenue associated with amounts that are to be credited
to customers through the raternaking process. Regulatory assets, less regulatory liabilities,
included in the balance sheet are as follows as of December 31 , 2oo7~

I
I

Deferred general rate case costs
Asset retirement Obligations
Galn on settlement for removal of wells

$

$

222,293
51,563

(7601000)

(488,144)

Dsferfod General Rate Case
Defined rate expenses are capitalized as regulatory assets and amortized as Sp~ecilied by
the ACC for rate-mddngpurposes.

Ir

I

Asia! Retirement Qbllgalions
EffectlweJanuary 1. 2003, OCwc.adopted= SFAS No. 143, fer mssez Heciremwt
Olbligatleas' Becauseretiuement eases have histodeadly been reeovei=ed.thmugh~rates at ttle time
a retirement, upon implementing SFAS'No. 143, the aamulatiuteefteet.wa8.l*efléi=tied.eas a

asset. CCWC will also reflect the Radnor loss at settlement as a regulates ass@ator
liabliity an the balance sheet

z

s e

I

I

iI

Gain onssettlelment fer riniwal. of wet#
. Fountain Hills Blstda ('lil=tSl3*) is a political sutiediwrisiotn.ofthe_Stat@-dfAiizonwtt1lat

plwiUes. sanitary sewersewlce-to customers In
conneaionwltlrits.sai\ita:y=systan, FHS8constnlcted=~a-rechaizge1sgilstennanllaa11ahlwitra1daanges
iliaaied affluent Multiple aquifer storageaftOrasmmferyiuells; IN ordertor FlilSl3'to:seeure
aN Aquifer Protection Pisnnit for is ra¢::l=1la1ge.~system, FHSD.¢equated
cease 1ditgone. of its wells. As.aposslblereplaeement'tor'tlals infill, Fl'lSl3»oonetiuctid»wwew
well»a¢=lialcent te the community center l4o1malu=at,
able to produce an equivalent 'amount of wateerto GCWC's'vielt*thatwas'taken out of production.
Accordingly, in Febmanry 2005, cows FH80
agreed to permanently remove from savlcethls wallfandin rletum CCWC received afsettleInsitt
fee d $1.520.000 Nom FHSD. Pursuant to the agreement. ccwc wilt: (I)
f iomsenf iceandcapthisweltandcapanotherwat lwhlchhadneverbeenusedasapoNdhle
source of supply; (ii) relinquish any legal claim or interest lhat CCWC may odierwise possess in
the Community Center Well; and (iii) giant an 0pu00 to FHSD to acquire one of the wialsat a
future date at lair market vdua CCWC has recognized a net gain d $760,000 llalated to this
settlement agreement and has established a regulatory liahiity for the remaining $T80,000
pending ACC review of this maltier.

i
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Chaparral City Water Company
Notes to Financial Statements
December 31, 2007

3. Utility Plant

The folloMng table shows the Company's utility plant by major class as of December 31,2007:

$Land
Intangible assets .
Source of water supply
Pumping
Water treatment
Transmission and distribution
Other property and equipment

!
i
I

Accumulated depredation
Construction-work In progress

271,857
1,316,797
5,023,466
45690,826
8.686.871

37,217,186
1,858,180

s9.0e5,28a
(1e,1a7,ss9)

946583

43,274,257

4. L6l'\§48¢'ii4 Debt

l i e u .lDevdepmleiitAutI16r'it1r Berids . ,
all of "WW plaril as l9léF¢§€iEI=8§60ll§1éY8.l fit* CCWC's

Authority The Bond Agreernerit, ernoligrdher things. (i)requlres ocwc to meliritalin
ceitdn financial M ; (Ii) restricts €C*WC'S-alillityte Inaardebt-end iheke liens, sélI. tease or
disperse at assets, merge eoether oorperetleri. and (ill) the .payment et dividerids.
CCWC maiittaihs a~debtservice reserve fund withe of~$B55.l60 at Deeember at , 2007.
Amounts are classitied as non-current restrlded an entlaeeelsinee sheet. The~leen. antitrust

. agreement .e0mainsresrnrzrrve covenants. lneludlingtherrratntenanee at a.debt-sen/lee coverage
retie .0l:2;0, as deiineeln the loanand'trustggreeement; As of
Del-feather 81, 2eo7. ccwc was in covenants under the=Ioan
agreement.

R§II€iylil¢li%"c6lllr8d
In 1984, ccwc entered into anagreementwith the United stares Bureau efReelerhatien.tor
eeeetrueuerr of a delivery anld storage-system to
to 0GWCYs property (the Aereemeffl- ln-

ocwc related to coeteplus interest.
or this obligation in2008. Interest accrued at a retest 8.8it%per annum The eeetettlte
constructed assets is recorded as utility plant. Undertone terms d me Edlvery
ocwc retains the right to use the delivery and storage system torn time period.
conditional upon meeting certain ob ~gartions lndudingmazldng and interest
repayments lot the eonstrucutloneosts and operelting andmeitltaining the system. Tlve Delivery
Agreement ells provides that theUnited States Bureau retains qrrrnership Anne
system Pursuant to this Agreerrlent, ocwc oontinuesto maintain a debt service reserve fund
with a belarniee 4873.015 at Deeember31, 2eo1. This amount is dassltied as partonnen-etment
restricted hash on the balance sheet.

Qed
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Chaparral City Water Company
Notes to Financial Statements
December 31, 2007

Maturities of long-term debt outstanding at December 31, 2007 are as follows:

2008
2009
2010
2011
2012
Thereafter

*¢

Less current portion

a00,000
310,000
330.000
345,000
365,000

4,995,000
6,585,000

(a00.000)

e.2Bs.ooo

E
|
1
1
I

•

ocwclssuueeiwconuaunnalnesulcuafnsonitsslhumtwpeqfdvIdeawde..Ccwmnwacizi1ui1
unaunyaodisuiuumadvldendab1inl\e¢-uammnmnaneeanumore-uuanssxmnsnmeeapnal
8ilU¢tlll*9lOr\h9q!al8it9l'ilNHl¢Iil£li8IyliI:§¢la»d!IBliB=dlS\irlliltlOl%» vmnllu

$7.1 milieu was d1irIdsrlda1eAWH

I

Dividend Llmltatlbns

iinlteéiia fnamemnee
inane pesaiamnu ow-¢lsu:&utlen. Tlwalhllny dGBw6.te.way

dlvldendsis-also Undeueuuiclluns d uwmazauwsas. qlppmduilumy
lM vuasawullahls 9ey&rldurlh4eMUH-at lauoenalaam, 2867. CaumhadIial

wstuictions are the l:estdc»tWa. Tlmare*w§re:m dsti'l8ulédWel1'9 GCWC Tb AWR i n

6...
Taxes on Income

E
I

s 8 9  a

o 94-9i

a

i

a  e  s a g

9- a e

in includedin AaNRPs ¢Gn§@lid8édfedéil¥al=il\eome.tax |w91u|g|1- CCWCiil6ss86~AMiwu¢i8|
state luconmé lax mum. anid.liahllity'.8r8»¢6Il!¢l€d6I3;as:if ifiwaaWa
senate Mum. leone tai: elw6nse=ladeMas»th@auwsnmaae tixeohiange
in dateeredineauna=.taaee=ed\M¢1@lh6qneaw.an61he»redue&iuo~ia<»gauudmuit dufdngilméqliasanrias
dlscliaised under ~Gm¢Mlr)_ a lias S5848.No. WE Awawmung.far
lneame Taxes, whbh==mqlalnasthe-usaeo an ass4at@<anld4iahlity~alpzlasoald\in.aleoenwztiagrton income
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exneetedfoture tax have hnean ueneagpwi GCWC'
statéfoents or tax l»emms.
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Chaparral City Water Company
Notes to Financial Statements
December 31, 2007

4

The significant components of the deferred tax assets and liabilities as reflected in the balance
sheet at December 31 , 2007 were:

$ 3
Defended my assets
Contributions and advances
Other property-related
Other nonproperty-rdated

2,683,486
36,302
52,215

2,772,003

i
I

Oeaafma can llabllltles
GQod1ivill
Fixed assays -
Other properly-related
0IhBf n0npnnperty~related

Accumulated deferred income laxes - net $

(3i-59.789)
(2.409.055)

(8,116)
(1141048

.(6¢4@*@.978i
(&s2ax975!

The current and deferred components d insane tax eiqaense were as follows:

Current provision
Federal
State

$ 237.549
33,1242

2704691Total current tax expense

Detsawd pravldon
Fed*el'al.
State

(209,074)
(Hz; so)

(236,124lTotal deferredtax expense

Benefit applied to reduce goodwill 26o,

Total income tax expense $ 295,012

The federal statutory rate dlflers from the effective rate primarily due to state we. net of federal
benefit.

In July 2006, the FASB issued FASB Intelpmalaiion No. 48,. 'Acouuiliwlorllncoltshllyitr joana
Taxes,anlnwwpwtationofFAsBs¢aasmen¢no. .  F l . . 48
for\lneé¢tai1iylnll1conwetaxesbyplisclihiugthe-leeo¢ni§ion1l1rlssl1alda n a g
to ni€etbdowbell\grlwngl\it9dif|\heI'|\ 'vandal»sldiaii iem. FIN-48alsupluvldesquidauce9n

disd©sure andtlausi!ion. lNa»ddili01l, ln 2007.ll1eF1\9..SM¢PGsillGf\(°FSP') isSued FSP
F|n 4a~1, 'o~¢lw»n:°nas¢luane»zmF»asBnn4swpma¢an¢nno.4a°.v¢hu\anenasFln4e\o
pmvideguldalieeonhowan mtelpfisesl\edddde¢il l i l iewlvd\evataxpuddodisoffe1ctlwdy
seltledfoflhepuzposeol teeognldngpsevvioudyun|49cog|1lzeidtaxb6lIeIil8. ef|u¢uw.-|a»»ueuy 1,
2007,ccwcadopted F|N48and,asaresui l thereui .decn dI8natalIrledea1fnirlgsby$4,377.

wo°rp|n 4a°).  F|n 4sauua¢¢m¢¢a=w|1ung
ueeetqualluniunuhaldsmzpqglonlsuqunuu

1
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Chaparral City Water Company
Notes to Financial Statements
December 31, 2007

The following table provides a reconciliation of CCWC's unrecognized tax benefits at
December 31, 2007.

Unrecognized tax benefits at January 1, 2007
Increases as a result of tax positions taken prior to 2007
Decreases as a result of tax positions taken prior to 2007
Increases as a result of tax positions taken during 2007
Decreases as a result of tax positions taken during 2007
Decreases relating to settlements with taxing authorities
Reductions as a result of lapses of statute-ot~lirhitation periods

Unrecognized tax benefits at December 31 , 2007

None
i

i
l

None

Portion of unrecognized+tax~benefi1 balance at December 31 , 2007 that would
affect the effective tax rate if recognized None

I,

i

With the adoption of FIN 48, CCIWC continued its policy d classlfylog intereston income tax
over/underpayments In interest lrlcomdexpense and penalties in 'eltllier eperlatiNg, expenses.' At
December 31 , 2007, CCWC Induced $26258 d interest paylalbleeteftazririg;authedtieein
liabilities (all as rioncurrent). OCWC $14,681 ef~ir1tereet=etcpeerasetomeiringariUsoritles
for the year ended s =~»- : » ; sr. 2007. At December al, 2687, he&~.eeaecrnwels for
rtreame-tax-reatee penalties and did nor recognize any lncerrre-tant the
year ended December 31 , doe'/.

OCWC flleefederel and l1lMcnestate income tax returns. The u.s; federal! fillneelor tltleyears
1997 through see .Anna under exeminetlcn during.tl1efir§eq1ua¢feed&2@t»w.ae;e~result
d .AWR having .filed.an return during the thlrrl vvhierllltliteliilal
Revenue Service. ('ll38').end=Ca»ngeeseier=lel.Joiht Committee orraxaaafn gggcrr-y
required. Wlile816.24302 serum was amerrdedprlmauily with reseeerre-arurngesee-:arrears
incomefor entitles otter than CGWG induced in the conselldated .tewretum-, celalallrtrmieer
flanges pertain to CCWC. OCWC is unable to anticipate when the:ll3S andJGT wirtbe
ccnduded.

ea,

NOR's 2oo=4 through zoos tax years also menlo subléct to LR&and~-its 2868
thnnugh20!J6 taxyiaarssenaalnsuwectmoemmamindtionbylheAdznna =~= .~ ~ ~ -of aevenua.I

7 . Employee Benefit Plans

asluchssadenneuuenempaan(me°plan')masplwldeseugin1eempIoyaeeofeswcanans
allillales, inducing ccwc. monlhlybenellls upon revilement blasedonelnenaue salaries and
lenglhol senvice. CCWC'spensloncostisapercentaged'lhetolalcoslbasedonOCWC's
payroll as compared to lhelolal payroll for employees of GSWC andlts affiliates.
pension cost for ccwc was $85,207 for the your ended December 21 . 2007. lnlonriallon
weawliw accumulated and ploleded benefit obligations is not pie d guns sibddiefy level.
Apnuau conuibutions efemandetothe Plan, wllldrcomplywiththe in lequisemeuls olathe
Employee Rdlrement Income SeaMy Ac: ('EFllsA'). All active employees ace also offal*ed
ltiedical, dental, and vision care benefls through various medical! insurance plans.
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Chaparral City Water Company
Notes to Financial Statements
December 31, 2007

CCWC is also included in GSWC's 401 (k) Investment Incentive Program, under which employees
of GSWC and its affiliates may invest a percentage of their pay, up to a maximum investment
prescribed by law, in an investment program managed by an outside investment manager.
Company contributions to the 401 (k) are based upon a percentage of individual employee
contributions. The Company contributions to the 401(k) plan for 2007 totaled $54,505.

8. Related Party Transactions

CCWC benefits from customer service, regulatory affairs, human resources, insurance, legal,
employee benefits, management, accounting and financial services provided and paid for by
GSWC and reimbursed by CCWC. GSWC allocates these costs to CCWC using agreed upon
allocation factors based on a weighted rate calculated loom customer numbers, utility plant,
expenses and labor costs ("four-lactor method") that was established by the California Public
Utilities Commission for regulated companies. The costs for these services, including allocated
cost tor the employee benefit plans discussed above, were $749,402 for the year ended
December 31, 2007 and have been included in other operating expenses and general and
administrative expenses.

Commitments aha Contingencies

\

CCWC obtains its water supply from two operating wells and from Colorado River water aaliverad
by the Central Arizona Ptbioct ("CAP"). The mellorityd CCWC's water supplyis obtadned'ltom Its
CAP allocation and wall water is used 'for peaking capaldty in excess of -treatment plant capability.
during treatment plant showdown, and to keep the well system in optlrnaloperatihg. condition.

CCWC has an assured. water supply designation, by decision and order of the Arizona
Department atWater Resources ("ADWR"), pmwlnling. in pan that; subject Io its requirements.
GGWC has a sulfident supply of groundwater and CRP water is phylsieally, continuously

legally available to satlsty cower and committed demands of its customers; plus at two
years ofpredioted demands, for we years. On April7, ZGG4 the ADWR a
confirming that CCWC hale demonstrated thephysieal. legal and continuous availability d CAP
water and groundwater, in an aggregate volume of 9,828 acre-feet per year for a minimum d 100
years.

The Arizona Water Settlement Ad was signed into law in December 2004. This legislation '
provides for the additional CAP allocation to CCWC in the amount of 1,901 acreteet per year. In
November 2007, a final written agreement was executed and CCWC paid approximately $1.8
million for this additional CAP water rights. CCWC will file an elppliwtMn with ADWR In 2008 to
modify and increase its designation of assured supply from 9,828 acre~feet per year to 11.759
acre-feet per year.

CCWC has a long-term water supply contract with the Central Arizona Water Conservation
District (the 'District') and is entitled to take 8,909 acre feet al water per year from the CAP,
including the additional allocation of 1 ,981 acre-feet per year discussed above. The maintenance
rate for such water delivered is set by the District and is subject to annual changes. On
March 28, 2008, the District published its new rate schedules. Based on the new rate schedules,
OCWC's estimated reruning commitment under this contract is $588,000 as d December 31 I
2007.

15 I
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Chaparral City Water Company
Notes to Financial Statements
December 31 , 2007

Notwithstanding ah assured water Supply desigriétioh, CC'WC's water supply May be subject to
interruption Ur reduction, in Particular owing to interruption or reduction of CAP water. In the event
Of interruption or reduction of CAP water, CCWC can rely on its well water supplies for short-term
periods. However, the quantity of water CCWC supplies to some or dl of its customers may be
interrupted or curtailed, pursuant to the provisions at its tariffs. CCWC has the physical capability
to deliver water in excess of that which is currently accounted for in CCWC's assured water
supply aoeouht.

CCWC is involved from time to time in claimsand litigation, both as plaintiff and defendant, in the
ordinary course of business. Management is of the opinion that the outcome d such litigation will
not have a material adverse effect upon CCWC's results of operations, financial position or cash
flows.

*
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11

I IN THE MATTER OF THE APPLICATION OF
ARIZONA WATER COMPANY, AN ARIZONA
CORPORATION, FOR ADJUSTMBNTS TO ITS
RATES AND CHARGES FOR UTILITY SERVICE
FURNISHED BY ITS EASTERN GROUP AND
FOR CERTAIN RELATED APPROVALS OPINION AND ORDER

March 31, 2003 and September 17, 2003 (pre-hearings),
September 22, 23, 24, 25 and 26, 2003,
December 8, 2003 (oral argument)
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Dwight D. Nodes

Mike Gleason, Commissioner

Mr. Jay Shapiro and Mr. Norman James, FBNNEMCRE
CRAIG, on behalf of Arizona Water Company;

Ari10na Corporation C0n*rr sumDOCKETED Mr. Daniel Pozefsky on behalf of the Residential Utility
Consumer Office;

MAR 1 9 2004 Ms. Kay Bigelow, City Attorney, on behalf of the City
of Casa Grande;

Mr. Robert Sldba, in propria person; and

Mr. Timothy J. Sabo and MI. Gary Horton, Staff
Attorneys, Legal Division, on behalf of the Utilities
Division of the Arizona Corporation Commission.

12 IPLACE oF HEARING

13 I ADMINISTRATIVE LAW JUDGE-

14 IN ATTENDANCE:

15 IAPPEARANCESI
16

17

18

19

20

21

22

23
24 ll.

25 On August 14, 2002, Arizona Water Company ("Arizona Water," "Company" or Applicant")

26 I tiled an application with the Arizona Corporation Commission ("Commission") for a rate increase for

27 the Company's Eastern Group systems. Arizona Water supplies water to approximately 60,000

28 customers in eight Arizona counties under 18 separate water systems. The rate application filed in

ICY THE COMMISSION:

INTRODUCTION

s/Ndnodes/awc/azwltet0206190840 1



DOCKET no. w-01445A.02-0619

1 this docket involves only the Company's Eastern Group, which serves approximately 29,000

2 customers in the Apache Junction, Bisbee, Miami, Oracle, San Manuel, Sierra Vista, Superior, and

3 Winkelrnan systems.

4 Arizona Water's current rates and charges for the Easter Group were authorized in Decision

5 No. 58120 (December 23, 1992), and became effective January l, 1993. The service charges were

The Company's purchased power

7 adjustor mechanisms ("PPAMs") were changed in Decision No. 58293 May 19, 1993) and Decision

8 No. 62755 (July 25, 2000). The Monitoring Assistance Program ("MAP") surcharge was established

9 in Decision No. 62141 (December 14, 1999).

10 The Commission's Utilities Division Staff ("Start") tiled a letter of insufficiency on

l l September 13, 2002. Following supplementation by Arizona Water, the application was found

12 sufficient on October ll, 2002. On October 23, 2002, a Rate Case Procedural Order was issued

13 setting this matter for hearing on June 23, 2003.

14 On February 27, 2003, Staff tiled a Motion to Continue all Procedural Deadlines, Continue

15 Hearing, and for Tolling of the Rate Case Time Clock. Staff sought additional time to permit an

16 analysis of the Company's request for inclusion of post-test year plant for the 12 months following

17 the end of the December 31, 2001 test year. During oral argument on the Motion, Arizona Water

18 indicated that it would agree to the extension of time to allow analysis of post-test year plant if the

19 only alternative was to forego consideration of such plant additions. A Second Rate Case Procedural

6 later modified in Decision No. 60512 (December 3, 1997).

20 Order was issued on March 14, 2003 setting a revised hearing date of September 22, 2003.

21 Accordingly, the time clock for a final Commission decision was extended.

22 Intervention was granted to the Residential Utility Consumer Office ("RUCO"), Superstition

23 Mountain, LLC, and Mr. Robert Sldba. Arizona Water, Staff; RUCO, and Mr. Sldba filed testimony

24 supporting their respective positions in this proceeding. By agreement, Mr. Skiba's testimony was

25 entered into the public comment section of the docket. Public comment hearings were conducted by

26 Commissioners on August 18, 2003 in San Manuel, on August 19, 2003 in Bisbee, and on August 28,

27 2003 in Apache Junction. Evidentiary hearings were conducted in Phoenix on September 22, 23, 24,

28 25, and 26, 2003. Closing briefs were tiled on October 31, 2003 and reply briefs were tiled

s/h/dnodes/awc/azwate\'0206l9o&o 2 DECISION no. 66849
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0

Rate Application

1 November 10, 2003. An oM argument was held on December 8, 2003.

2 A.

3 According to the Company's revised schedules, in the test year ended December 31, 2001,

4 Arizona Water's Eastern Group had adjusted operating income of $1,969,034 on an adjusted original

5 cost rate base of $39,123,198, a 5.03 percent rate of return. Arizona Water requests a revenue

6 increase of $4,303,552, for an 11.00 percent rate of return on its proposed original cost rate base of

7 $39,l23,198. The Company's request would increase revenue by approximately 26.01 percent for

8 the Eastern Group.

9 11.

10 A.

l l Arizona Water proposes a revised Eastern Group fair value rate base of $39,123,198 (Ex. A-

12 13, at SLH-RJ2, p.1; Ex. A-19). The Company's rate base proposal includes recommended gross and

13 net plant in service of $84,722,378 and $66,477,550, respectively, for the Eastern Group (Ex. A-19).

14 Although the amount of gross plant in service is no longer in dispute between the Company and Staff

15 (Tr. 982-983), there continues to be disagreement regarding net plant in serv ice due to Staff 's

16 proposed adjustments to accumulated depreciation. There is also disagreement between Arizona

17 W ater and RUCO due to RUCO's posi t ion that actual cost information should be used for

18 considering post-test year plant in service additions.

19 As indicated above, the hearing and time clock in this proceeding were extended to enable

20 Staff and RUCO the opportunity to analyze Arizona Water's post-test year plant additions. Based on

21 Commission precedent, including Arizona Water's Northern Group rate case (Decision No. 64282),

22 Staff agrees that post-test year plant additions for up to one year may be included in rate base. The

23 Company seeks $3,349,416 for post-test year plant to be included in this proceeding, based on plant

24 that was in service prior to December 31, 2002 (Tr. 736-740; 983).

25 RUCO recognizes that the Commission has in the past allowed post-test year plant to be

26 included and recommends that, if the Commission follows that precedent in this case, it should also

27 consider the actual matching of post-test year expenses, revenues, and rate base elements including

28 plant additions financed by contributions in aid of construction ("C1AC") and advances in aid Q_f

RATE BASE

Plant in Service and Post-Test Year Plant Additions

s/h/dnodes/awc/azwa\cl0206!9o8Lo 3 DECISION no. 66849



DOCKET no. W-01445A-02~0619

1 construction ("A1AC") (Tr, 724-725). RUCO points out that this proceeding is unique in that the

2 extension of the hearing date granted by the Commission allowed RUCO time to obtain and analyze

3 the Company's "actual" 2002 operating results (RUCO Ex. 3, at 16). Thus, unlike most rate cases

4 where pro forma adjustments must be made, RUCO contends that the actual known and measurable

5 information should be used.

6 Arizona Water argues that RUCO's proposal would result in a "projected" test year.

7 According to the Company, RUCO's recommendation is simply an attack on the Commission's

8 policy of including post-test year plant as long as the plant is revenue neutral (i.e., intended to

9 provide service to customers existing at the end of the test year) arid the plant is completed and

10 placed in service a reasonable time before the hearing so that the plant can be inspected and audited.

l l See, e.g., Bella Vista Water Co., Decision No. 65350 (November 1, 2002), Paradise Valley Water

12 Co., Decision No. 61831 (July 20, 1999); Far West Water Co., Decision No. 60437 (September 29,

13 1997). The Commission also granted inclusion of 12 months of post-test year plant in Arizona

14 Water's most recent rate case involving the Company's Northern Group systems. Decision No.

15 64282 (December 28, 2001), at 2-5.

16 The Cormnission's rules require that the test year selected by a rate applicant for determining

17 rate base, operating income, and rate of return to be "the most recent practical date available prior to

18 the filing." A.A.C. R-14-2-103(A)(3)(p). However, the Commission has in the past allowed

19 consideration of known and measurable post-test year data, generally for no more than 12 months

20 after the end of the test year. Decision No. 64282, at 5. Although RUCO contends that adoption of

21 the Company's position would result in a mismatch (because it claims post-test year plant was

22 financed with CIAC), Company witness Hubbard testified that RUCO's contention is inaccurate (Ex.

23 A-13, at 18-19). According to Ms. Hubbard, Arizona Water did not include any post-test year

24 additions that constitute CIAC or AIAC and, therefore, it would be improper to accept RUCO's

25 attempt to manipulate the Company's rate base by including post-test year CIAC, AIAC,

26 accumulated depreciation, and deferred taxes, because those items are not related to Arizona Water's

27 post-test year plant additions (Id., Ex. SLH-RJ6). Ms. Hubbard testified that this information was

28 provided to RUCO through a data request response prior to the begirding of the hearing (Id.).

s/h/dnodes/awc/azwater0206l9o&o 4 DECISION no. 66849



DOCKET no. W-01445A-02-0619

1 We agree with Arizona Water that the evidence does not support RUCO's contention that

2 post-test year plant was financed by CIAC or AIAC. RUCO's witness conceded that the so-called

3 "matching principle" proposal in this case is similar to the approach advocated by RUCO in the

4 Company's Northern Group case, which was rejected by the Commission (Tr. 748-749). In this

5 proceeding, Arizona Water and Staff recommend using the formula adopted by the Commission in

6 prior cases whereby the historical test year is adjusted by pro forma annualization and normalization

7 adjustments for mown and measurable changes subsequent to the test year. Contrary to RUCO's

8 claims, we do not believe adoption of this method would result in a mismatch because the post-test

9 year plant additions are revenue neutral (i.e., not funded by CIAC or AIAC). Rather, the pro forma

10 adjustments related to post-test year plant additions, including appropriate adjustments for

l l accumulated depreciation (see discussion below) and depreciation expense, will recognize the post-

12 test year plant as if it were in service as of the end of the test year. Consistent with our treatment of

13 post-test year plant in prior cases, including Arizona Water's most recent Norther Group

14 proceeding, we decline to accept RUCO's arguments in this case.

l5 1 •

16 In calculating accumulated depreciation, Arizona Water uses the "half~year convention" of

17 depreciation. Under this convention, plant additions during the year are assumed to be made on June

18 30 or July l, resulting in a half-year's depreciation in the first year and a half-year's depreciation in

19 the year the plant is retired (Ex. A-l1, at 10). This convention was approved in the Company's last

20 rate case for the Eastern Group systems (Decision No. 58120, at 5-6). In this case, Arizona Water

21 followed the half-year convention on its books but seeks recovery of a full 12 months of depreciation

Accumulated Depreciation

22 for ratemaking purposes. The Company claims that this pro forma adjustment ensures proper

23 matching of the amount added to the accumulated depreciation balance and the amount of

24 depreciation expense to be recovered in rates (Ex. A-1 l, at 3 l-32). Arizona Water argues that its pro

25 forma depreciation adjustments properly recognize the known and measurable change in test year

26 operating expense levels that will result ham additional depreciation on plant not previously included

27 in test year depreciation expense. As a result, the Company contends that its pro forma depreciation

28 expense adjustments and corresponding adjustments to the accumulated depreciation are identical.

s/h/dnodes/awc/azwater0206l9o&:o 5 DECISION no. 66849
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1 According to Company witness Sheryl Hubbard, Arizona Water's pro forma adjustment to

2 plant in service for non-revenue producing post-test year plant is merely an attempt to enable the

3 Company an opportunity to earn a fair rate of returnon investments to serve test year-end customers

4 (Ex. A-12, at 6). Ms. Hubbard stated that if an additional year of depreciation is used to reduce the

5 Company's rate base, its ability to earn a return on the post-test year additions is diminished (Id.).

6 Staffs recommendation is that the level of accumulated depreciation should be updated to the

7 end of 2002 to reflect the addition of post»test year plant. Staff witness Ron Ladders testified that

8 because rate base is determined at a given point in time, related accounts including depreciation

9 should be treated in a comparable manner (Tr. 985-987). He indicated that failure to match the plant

10 and accumulated depreciation dates will result in an overstatement of plant in service. He claims that

11 the Company's recommendation violates its half-year convention.

12 Consistent with our decision in Arizona Water's Northern Group case (Decision No. 64282),

13 we agree with Staff that it is appropriate to reflect an additional year in the depreciated accumulation

14 balance because the Company included an additional year of plant beyond the test year (Tr. 985-986).

15 As we stated in Decision No. 64282, "it is necessary to reconcile the accumulated depreciation with

16 the same cut-off date as was used for the post-test year plant" (Id. at 6). We agree with Staff that

17 Arizona Water's proposal would create a mismatch by measuring rate base and accumulated

18 depreciation at different points in time. Absent reconciliation between accumulated depreciation and

19 test year plant, the Company's shareholders will realize a windfall at the expense of ratepayers. We

20 will therefore adopt Staffs accumulated depreciation recommendation.

21 2.

22 Arizona Water is seeking a total wcrldng capital allowance of $923,871 for its Eastern Group

Working Capital

23 consisting of cash working capital, materials and supplies inventory, required bank balances, and

24 prepayments and special deposits (Ex. A-14). Only the cash working capital component is disputed

25 in this proceeding. The Company points out that the cash working capital component is generally

26 determined by one of three methods: 1) a lead/lag study measuring the amount of time before

27 expenses must be paid compared with the amount of time before revenues are received; 2) the

28 formula method based on one-eighth of a company's annual operating and maintenance expenses; 0;

s/Ndnodes/awc/azwater0206l90&o 6 DECISION NO. 66849
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1 3) a balance sheet method which represents the difference between a utility company's current assets

2 and liabilities.

3 As we stated in the Company's Northern Group ease, the lead/lag methodology is generally

4 more accurate than the formula method and is the appropriate method for a utility the size of Arizona

5 Water (Decision No. 64282, at 7). In this proceeding, the parties do not dispute that lead/lag is the

6 appropriate method to be used for determining cash working capital. There remains a dispute

7 between the Company and Staff regarding the proper number of lag days to be used for calculating

8 the property tax component of the working capita allowance. Arizona Water and RUCO also

9 disagree regarding calculation of the income tax component of working capital. These disputed

10 issues are addressed below.

11 a.

12 The lead/lag method utilized by all parties in this case requires a calculation of the lead days

13 or lag days that exist between the time an expense is due and paid (Ex. A-l2, at 9; Ex. A-13, at 7).

14 The dispute between Arizona Water and Staff relates to the appropriate number of lag days used to

15 determine the property tax component of the working capital allowance. Arizona Water proposes

16 using an average of 212 lag days, while Staff contends that a lag period of 532 days is appropriate

17 (Tr. 497, 1011, 1022).

18 The lag day dispute centers on the interpretation of when the Company's property taxes are

19 assessed. Ms. Hubbard explained that although the Arizona Department of Revenue ("ADOR")

20 prepares a notice of valuation one year prior to any given tax year, the actual assessment of property

21 taxes occurs during the tax year through issuance of county tax bills (Tr. 396; Ex. A-21; Ex. A-13, at

22 SLH-RJ7). The Company argues that the notice of valuation from ADOR represents a preliminary

23 indication of the value of property subject to taxation, but does not establish an amount of the

24 Company's tax liability. Arizona Water claims that ADOR never assesses property tax liability but,

Property Tax Component

25 instead, simply values the utility's property, and that valuation remains subject to challenge. Ms.

26 Hubbard stated that the first property tax payment is due in October of the tax year and the second

27

28 1 RUCO also proposes using 212 lag days. -

s/IVdnodes/awc/azwate10206l9o&m 7 DECISION no. 66849
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l payment is due in March of the following year (Ex. A-13, at 7-8). Thus, the Company contends that

2 the average of 212 lag days should be utilized for determining the property tax component of working

3 capital (Ex. A-21).

4 In support of its 532 lag day recommendation, Staff claims that the appropriate starting point

5 is the time that Arizona Water receives its valuation notice from ADOR, rather than the date that the

6 Company receives its property tax bill. According to Staff witness Ludders, Arizona Water accrues

7 property taxes on its books once it receives the valuation notice from ADOR. Staff asserts that

8 although the amount of tax due is not listed on the valuation notice, the property tax liability can be

9 calculated from the valuation notice. Mr. Ludders analogizes the valuation liability to a credit card

10 debt that exists once an item is charged, although payments of the charges are not due at that time

l l (Tr. 1012). Mr. Ludders conceded that the Commission used a 212 day lag period in the Northern

12 Group case, but he claims that the Commission likely did not understand that the current ADOR

13 valuation methodology was already in effect at drat time (Tr. 1025-1026). Mr. Ladders also testified

14 that Staff's understanding of the ADOR valuation methodology has improved based on conversations

15 with ADOR since the Northern Group case was decided (Id. at 1104).

16 We agree with the Company and RUCO that 212 days is the appropriate lag period for

17 calculating the property tax component for cash working capital. There has not been any substantive

18 change in the valuation or assessment methodology by state or county entities since the Northern

19 Group proceeding where we adopted 212 lag days for this issue. As the Company points out, the

20 valuation notice from ADOR is useful only for determining a value of the property for which

21 property taxes are to be assessed. That valuation does not, however, obligate the Company to pay

22 any specific amount at that time; nor does the valuation even indicate how much is due since that

23 determination is made subsequently by the individual county in which the property is located. We

24 therefore adopt 212 lag days for calculating the property tax component of working capital.

25 b. Income Tax Lag Days

26 Arizona Water records its federal and state income tax liability on a monthly basis, although

27 the Company pays 90 percent of that income tax liability on a quarterly basis (Ex. A~l3, at 20).

28 RUCO claims that the Company incorrectly used an income tax lag of 2.52 days rather than 619;
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1 days. RUCO witness Coley stated that, because the Internal Revenue Service requires quarterly

2 payment of taxes rather than monthly, the Company's monthly payment calculation should be

3 increased to reflect a longer lag period (RUCO Ex. 5, at 26-27).

Company witness Hubbard disputes RUCO's argument. She contends that the lead/lag

5 methodology requires a calculation of the lead days or lag days that exist between the time an

6 expense is recorded and the payment of such expenses. Ms. Hubbard claims that the Company's

7 I calculation of the lag associated with the payment of federal income taxes recognizes the lag reflected

8 'by quarterly payment of 90 percent of the liability, as well as the lag associated with the payment of

9 the remaining ten percent of the liability made in March of the subsequent year. According to Ms.

10 ll-Iubbard, RUCO's calculation of 61.95 days is based on the incorrect assumption that payments are

11 Image annually

12 Based on Company witness Hubbard's testimony, we will adopt 2.52 lag days for determining

13 \the income tax component of cash working capital. As Ms. Hubbard explained, it appears that

14 IRUCO's calculation relies on the erroneous assumption that income tax payments are made on an

15 annual basis. Since the Company records the tax liability on a monthly basis, but pays 90 percent of

16 the liability on a quarterly basis, we will adopt Arizona Water's calculation of 2.52 lag days.

17 B. Deferred CAP M&I Capital Charges

18 In this proceeding, Arizona Water seeks ro reduce significantly the currently authorized

19 'amortization period, from 44 years to 3 years, for recovery of Central Arizona Project ("CAP")

20 Municipal and Industrial ("M&P') capital charges. Ms. Hubbard testified that pursuant to the

21 Company's 1985 contract with the United States Bureau of Reclamation and the CenW Arizona

22 Irater Conservation District ("CAWCD"), Arizona Water purchases CAP water for use in its Apache

23 Inunction system (Ex. A-l1, at 10). At the time of the Company's last rate case involving the Eastern

24 Group systems (Decision No. 58120), Arizona Water was taking only limited deliveries of CAP

25 Irater for delivery to potable water customers in Apache Junction. In that Decision, the Commission

26 \authorized Arizona Water to defer its pre-1991 CAP M&l capital charges over a 44-year period (Tr.

27 l448-449). Since that time, the Company began taking increased deliveries of CAP water for both

28 potable and non-potable uses, and the CAP M8cI charges have continued to be deferred for future,

4
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1 recovery in a rate case. In this case, the Company seeks recovery of $691,522 in rate base for the

2 deferred CAPM&I capital charges (Ex. A-13, at Ex. SLH-RJ2, p. 1 of 9)2.

3 The disputed issue raised by both Staff and RUCO is the Company's request to recover the

4 CAP M&I charges based on a 3-year amortization period, rather than the currently authorized 44-year

5 period. The Company's 3-year amortization proposal is based on the expected interval between this

6 proceeding and the next rate case involving the Apache Junction system (Ex. A-11, at 12). RUCO

7 recommends a 10-year amortization period based on the period of time over which Arizona Water

8 has been deferring CAP M&I charges since the last rate case (RUCO Ex. 3, at 27). Staff

9 recommends a 32-year amortization period based on the remaining life of the CAP contract (Tr.

10 1033). According to Staff witness Ludders, the 32-year remaining life amortization is appropriate

11 because it is consistent with Generally Accepted Accounting Principles ("GAAP"), because the CAP

12 contract provides a future benefit to the Company and it is based on the currently authorized

13 amortization period (Id. at 1033-1034).

14 We believe that RUCO's recommendation of a 10-year amortization period provides a

15 reasonable resolution of this issue. As the Company points out, at the time the prior 44-year

16 amortization period was approved, many providers, including Arizona Water, had not yet begun to

17 take significant amounts of CAP water and no consistent policy on recovery had been developed by

18 the Commission. However, the Company is now using its CAP allocation and it is reasonable to

This approach is19 allow amortization over the same period in which the costs were incurred.

20 consistent with our decision several years ago in Citizens utilities Company's (now Arizona-

21 American Water Colnpany's) Sun City and Sun City West districts, wherein the Commission adopted

22 Staffs recommendation to approve a 5-year amortization period based on the period of time over

23 which the CAP M&I capital costs were deferred. Decision No. 62293 (February 1, 2000), at 8.

24 c .

25 Based on the foregoing discussion, we adopt an adjusted OCRB for the Eastern Group of

26 $35,944,6l 1, as shown on the attached Exhibit A. Arizona Water agreed to use the OCRB as the Fair

27

28

Summand of Rate Base Adjustments

2 This amount includes $645,207 for amounts deferred since the last rate case and $46,315 for CAP M&I capita charges
associated with the unamortized balance of deferred charges authorized in Decision No. 58120 (Tr. 422-423). CAP M&l
charges incurred on a going-forward basis would be recovered as operating expenses (Ex. A-1 I, at 15-16).
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111. OPERATING INCOME

1 Value Rate Base for purposes of this proceeding. We therefore adopt $35,944,611 as the Fair Value

2 Rate Base for Arizona Water's Eastern Group.

3

4

5 Water, Staff ; a.nd RUCO have analyzed the Company's accounts for the test year and have

6 recommended adjustments to the actual operating results. RUCO argues that the Commission should

7 not use the Company's proposed post-test year adjustments for either rate base, as discussed above,

8 or for determining operating income expense issues. Rather, RUCO recommends using the actual

9 expense levels for 2002, consistent with its argument regarding inclusion of actual data for post-test

10 year plant (RUCO Ex. 5, at 27). RUCO points out that the Company was the source of the actual

l l 2002 expense information (Tr. 415).

12 Ms. Hubbard contends that using 2002 unadjusted actual data "is inappropriate because there

13 are (sic) no normalizing analysis performed on the numbers, no amrualizing expense levels performed

14 on those expense levels. No analysis of whether, like, an expense has been recorded in a wrong

15 account." (Tr. 414-415). She also testified that RUCO's recommended expense levels are based on a

16 different level of customers than were taldng service at the end of the test year. Ms. Hubbard's final

17 justification for rejecting RUCO's proposal is that the data given to RUCO has not been analyzed by

18 the parties with the same level of detail that typically would occur in the context of a rate case tiling

19 (ld. at 415~416).

20 Although we agree with RUCO that rates should ref lect the most accurate information

21 possible, for the reasons stated previously we believe the methodology advocated by the Company

22 and Staff properly reconciles post-test year plant with test year revenues and expenses. Pursuant to

23 the Commission's rules, Arizona Water is required to base its filing on an historical test year rather

24 than a projected test year. It is therefore appropriate to recognize test year operating expense and

The test period in this proceeding is the 12 months ended December 31, 2001. Arizona

25 revenue levels, subject to pro forma adjustments to recognize known and measurable changes to the

26 test year levels (See, A.A.C. R14-2~l03A.3.i.). Although the data used by RUCO to support i ts

27 position was supplied by the Company through discovery requests, that information has not been

28 audited by Staff and the other parties with the level of scrutiny that is employed in the analysis of a
"=la
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1 rate case filing. Thus, it would be inappropriate to use the mw data advocated by RUCO as the basis

2 for setting rates in this proceeding. Accordingly, we will adopt the methodology proposed by the

3 Company and SMf for purposes of establishing revenues arid expenses.

4 Adjustments made by the Company that have not been challenged by the other parties will

5 not be discussed, The following contested issues remain to be resolved.

6 A.

7 There is no dispute that pro forma adjustments to actual test year revenues and expenses are

8 necessary to account for additional customers added during the course of the test year (Ex. A-11, at

9 24-25). According to Ms. Hubbard, the test year average number of Eastern Group customers was

10 28,636, while the end of test year customer count totaled 29,236 (Id.). Arizona Water determined the

l l average revenue per customer using only the 5/8-inch metered customers because that class of

12 customers comprised 98 percent of all customer growth during the test year (Ex. A-12, at 16).

13 Staff claims that the Company's proposed revenue annualization results in a mismatch

14 because it measures expenses by using total expenses and measures revenue by looking only at 5/8

15 inch residential customers (Ex. S-44, at 9-10). Although the Company corrected this mismatch error

16 by also calculating expenses related only to 5/8-inch customers (Ex. A-13, at ll), Staff contends that

17 the Company's allocation of expenses was not based on a cost of service sandy and should therefore

18 be disregarded (Tr. 450, l056~1058). Mr. Ludders testif ied that Staffs revenue annualization

19 proposal should be accepted because Ir does not result in a mismatch of revenue and expense

20 allocations (Id. at 1056-1058).

21 We believe Arizona Water's revenue annudization proposal results in the most accurate

22 ref lect ion of revenue growth for the Eastern Group. Although Staff argues that a cost of service

23 study is required to properly match revenues and expenses, the Commission has in the past accepted

24 revenue annualization without such a study (See, e.g., Decision No. 64282, at 10). We agree with

25 Arizona Water that Staffs recommendation, which averages revenue increases to all customer

26 classes, results in an overstatement of revenue because it does not recognize that the vast majority of

27 growth occurred in the 5/8-inch residential class. We therefore adopt Arizona Water's revenue

28 annualization recommendation.

Revenue Annualization
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1 B.

2 The Commission approved purchased power and water adjustment mechanisms in the last rate

3 case for Arizona Water's Eastern Group (Ex. A-11, at 22). The Company currently purchases

4 electric power from several different providers for pumping in the Eastern Group systems, and

5 recovers those costs pursuant to a PurchasedPower Adjustment Mechanism ("PPAM") (Ex. A~12, at

6 17). Arizona Water also has in place for the San Manuel and Superior systems a Purchased Water

7 Adjustment Mechanism ("PWAM") under which the Company passes through purchased water costs

8 to customers in those systems (Tr. 453). Ms. Hubbard testified that the adjustment mechanisms allow

9 the Company to recover operating expenses that are outside of its control, and that the PPAM and

10 PWAM protect both ratepayers and shareholders because they are revenue neutral to the Company

11 (Ex. A-13, at 12).

12 RUCO does not oppose continuation of these adjustment mechanisms. Howev er,  SMf

13 recommends that both the PPAM and PWAM should be discontinued. With respect to the PPAM,

14 Staff witness Ludders testified that Arizona Water is the only water utility that still uses aPPAM and

15 that such adjustors should be used only "where power costs are by far the largest single cost item and

16 are highly volatile" (Ex. S-46, at 7; Tr. 1060). The PWAM applies only to the San Manuel and

17 Superior systems. Mr. Ludders stated that purchased water for the Superior system is less than one-

18 half  of one percent of operating revenues (Tr. 1061). The San Manuel system ha no wells and

19 purchases all of its water h°om the BHP Copper Company ("BHP") (ld. at 1062). Although Arizona

20 Water has discussed buying the BHP wells, the Company has not discussed such a purchase with

21 BI-IP recently (Tr. 84-87).

22 We agree with Staff that PPAM and PWAM adjustment mechanisms should be discontinued.

23 Although Arizona Water argues that such mechanisms benefit both the Company and ratepayers by

24 passing on increased costs and savings, adjustment mechanisms may also provide a disincentive for

25 the Company to obtain the lowest possible cost commodity because the costs are simply passed

26 Mouth to ratepayers. Moreover, the record does not suggest that purchased power costs are a

27

28

Purchased Power and Purchased Water Adjustment Mechanisms

a Arizona Water also seeks approval of a Monitoring Assistance Program ("MAP") adjustor and an Arsenic Cost
Recovery Mechanism ("ACRM") adjustor (See ACRM discussion below). Staff does not oppose approval of the MAP
and ACRM adjustment mechanisms.
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1 I significant portion of the Company's expenses, or that electricity costs are particularly volatile. With

2 I respect to purchased water expenses, the Superior system purchases only a small portion of its water

3 I supply"and there is no evidence that the San Manuel system is expected to incur any significant

4 Increases or decreases in purchased water costs in the near future. Therefore, Arizona Water's

5 | purchased power and purchased water adjustment mechanisms should be discontinued

c .

7 Arizona Water requests recovery of $329,550 for rate case expenses that the Company claims

8 l are based on actual expenses it is incurring related to this proceeding (Tr. 513; Ex. A-18). Although

9 I the total amount is partially estimated, the Company contends that 'it has incurred actual rate case

10 I expenses of more than $276,000 through November 7, 2003 (See Updated Data Response REL 25.2,

ll I Attached to Arizona Water's Reply Brief). The largest expenditures to date are for outside legal

12 I counsel ($l82,808), an outside consultant to perfonn a cost of capital sandy ($68,000), and payroll

13 I overheads ($23,875) (Id.). In support of its proposal, Arizona Water contends that rate cases are

14 I much more complex than they were in prior years and that the Company's in-house counsel has many

15 I other duties that do not permit him to litigate rate cases (Tr. 305).

16 Staff argues that Arizona Water's rate case expense is exorbitant and should be reduced. Staff

17 I points out that the estimated rate case expense has increased steadily over the course of this case and

18 I that rate case expense in the Company's 1990 rate case was only $52,053 (Tr. 1048). Staff claims

19 I that Arizona Water has failed to justify its heavy use of outside attorneys and consultants, compared

20 I to the prior case where those functions were performed by in-house personnel. Staff also notes that

21 I rate case expense for the Northern Group case was only $217,000 (Tr. 463).

22 RUCO argues on brief that it did not oppose the Company's original rate case expense

23 I estimate of $257,550, but now opposes the increased estimate of costs. RUCO opposes allowing the

24 I Company to continue to update its rate case expenses because it believes such a policy would

25 I encourage abuse and saddle ratepayers with unreasonable expenditures.

Although we do not believe it is unreasonable for Arizona Water to retain outside counsel or

6 Rate Case Expense

26

27

28 4 The Superior system is expected tobe physically interconnected to the Apache Junctionsystem within two years.

I
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1 'consultants to prepare and litigate its rate case filings, at some point the costs associated with

2 'retaining those services must be mitigated. Staff points out that the Company's 1990 rate case for all

3 lot its systems was prepared exclusively by in-house personnel at a cost of just over $50,000

4 Although that case was considered a number of years ago, the current estimate of morethan$329,000

5 'far exceeds the prior amount, A more analogous case is the recent Norther Group proceeding in

6 'which the Commission approved rate case expense in the amount of $217,000 (Decision No. 64282,

7 lat 16). As a justification of the higher costs in this case, the Company claims that the instant

8 'proceeding involves eight separate systems, while the Northern Group case addressed only five

9 systems. However, the number of systems does not justify the magnitude of increased expenses

10 sought by Arizona Water. Moreover, the extension of the hearing date and concomitant increase in

ll l Arizona Water's rate case expenses, were due to the Company's decision to request inclusion of post

12 test year plant.

13 Based on our review of the complexity of this proceeding, the ntunber of systems involved in

14 inc Eastern Group rate request, and a comparison of other cases, we believe that rate case expense in

15 the amount of $250,000 is reasonable for this proceeding. Consistent with the Northern Group case,

16 \rate case expense will be amortized over three years

17

18 Staff recommends that Arizona Water's CIAC amortization should be calculated consistent

19 with theCompany's1990 ratecase and theNorthern Group rate case. Mr.Ladders tesNtied that Staff

20 'calculates Me composite depreciation rate by dividing each depreciation expense by its depreciable

21 plant. For CIAC, Staff's calculation resulted in an amortization rate of 2.34 percent (Ex. S-46, at 11).

22 Arizona Water argues that Staff miscalculated the CIAC amortization rate because it

23 calculated a composite depreciation rate, which is inconsistent with the individual component

24 \depreciation rates that the Company will be required to use on a going-forward basis. The Company

25 I claims that neither Decision No. 58120 nor Decision No. 64282 discusses the methodology to be used

26 lim determining the CIAC amortization rate. However, in the Northern Group case, the Commission

27 directed the Company to implement component depreciation rates in its next rate application

28 l(Decision No. 64282, at ll-12). Arizona Water asserts that a composite rate for contributed plant

D. CIAC Amortization
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1 should be based on the annual depreciation associated with the individual plant accounts that include

2 contributed plant, in order to match the CIAC amortization rate to the depreciation rates for those

U

3 specific plant accounts (Ex. A-12, at 27).

We agree with Arizona Water that consistency with the move to indiv idual component

5 depreciation rates requires consideration of the individual plant accounts that include contributed

6 plant (i.e., transmission and distribution mains, Ere sprinkler caps, seMces, meters, and hydrants).

7 Based on consideration of the depreciation rates these individual plant accounts results in an Eastern

8 Group composite CIAC amortization rate of  2.00 percent (Ex. A-12, at 27; Ex. S-55). The

4

Statement of Operatiniz Income

9 Company's recommendation for CIAC amortization shall be adopted.

10 E .

l l In accordance with the foregoing discussion, Arizona Water's Eastern Group adjusted test

12 year operating income is $2,l68,324. The adjusted test year operating income by system and Eastern

13 Group total is shown on the attached Exhibit B.

14 I v . RATE OF RETURN

15 Cost of capital analyses were presented in this case by Arizona Water, Stair] and RUCO for

16 purposes of determining a fair value rate of return in this proceeding. Arizona Water's witness, Dr.

17 Thomas Zepp, determined an overall cost of capital of 11.0 percent. As a result of the analysis of

18 Staff witness Joel Reiker, Staff concluded that an overall rate of return of 8.6 percent is reasonable.

19 RUCO presented testimony by William Rigsby who advocated an overall cost of capital of 8.68

20 percent.

21 A.

22 1.

23 There is virtually no disagreement between the parties concerning Arizona Water's capital

24 structure. The Company, Staff; and RUCO agree that Arizona Water's capital structure as of

25 December 31, 2001 should be used (Ex. A-17, at 9; Ex. S-38, at 3~4; RUCO Ex. 4, at 37-38). That

26 capital structure is comprised of 5.62 percent short-term debt, 28.24 percent long-term debt, and

27 66. 14 percent common equity (ld.).

28

Capital Structure and Cost of Debt

Capital Structure
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Long-Term Debt

Short-Term Debt

l 2.

2 The parties also agree that Arizona Water's cost of long-term debt should be set at 8.46

3 percent. Accordingly, the long-term debt rate shall be set at 8.46 percent (Id.).

4 3.

5 Although the parties are in agreement on the capital structure and long-term debt, they

6 disagree regarding Arizona Water's short-term debt rate. The Company borrows short-term funds

7 lander an agreement with Bank of America at prime minus .25 percent. As of January 1, 2003, the

8 bank reference rate was 4.25 percent. Therefore, Staff contends that the short-term rate should be set

9 lat 4.00 percent to reflect actual short-term loan agreements between Arizona Water and Bank of

10 America (Ex. S-38, at 3-5). RUCO witness William Rigsby agrees with Staffs recommendation to

ll [set the short-term debt rate at 4.00 percent (RUCO Ex. 4, at 36-37).

12 Arizona Water argues that the short-term debt rate should be set at 5.548 percent based on a

13 l24-month average firm January 2001 through December 2002. The Company contends that short

14 lterrn debt costs are variable and the debt rate set in this proceeding should reflect the volatile nature

15 Iofthose rates (Ex. A-17, at 8-9)

16 We agree with Staff and RUCO that the short-term debt rate should be set to reflect the

17 current agreement between Arizona Water and Bank of America. Since that agreement results in a

18 lshont»term debt rate of 4.00 percent, as of January 1, 2003, we will adopt that rate for purposes of

19 Idetennining Arizona Water's cost of capital in this case.

20 B.

21 Although the cost of debt and preferred stock can be determined from fixed cost rates, the cost

22 assigned to the equity component of the capital structure can only be estimated. The cost of equity

23 I recommendations advocated by the parties are 12.4 percent by Arizona Water, 9.0 percent by Staff

24 I and 9. 18 percent by RUCO

25 In determining its recommended cost rate for common equity, the Company's cost of capital

26 consultant, Dr. Zepp, used the discounted cash flow ("DCF") model, several risk premium models,

27 land the capital asset pricing model ("CAPM") to estimate benchmark equity cost with data for

28 publicly traded water and gas utilities. Arizona Water also presented testimony Nom Walter Meek,

Cost of Equitv
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1 the Presider of the Arizona Utility InveStors AssociatioN ("AUL¢g'*),. Meek did not perform an

2 independent cost of capital aNalysis, but testified that, in his opinion, StaffS recommendzmon ignores

3 the réalities of investor expectations (Ex. A-8, at 2-4)."Finally, Company witnessRalph Kennedy.

4. testified regarding risks that ar uniqueto Arizona Water that. affect its cost of capital requirement.

5 Mr. Kennedy discussed the difficulties experienced by Arizona Water in 2001 in placingits Series K

6 bonds, fsaetai arsenic removal requirements facing the Company, and the inability of the Company

7 to obtain long-term financing on terms that are comparable to publicly traded companies with Baa or

8 higher credit ratings (Ex. A-15, at 25-27).

9 Dr. Zepl5 found the current equity cost foxihis benchmark utilities to be in the range Qf~l0.6 .

l0 percent to 10.8 §.ercent,based oh his application of' the DCF Model .and an average of two forward-

looking measures. His. analysiSfncluded a "restatement" of Mr. Reiker'sDCF estimatesbased on the.11

12 constant rhode..Dr.. Zepp testi8ed. that StalHls DCF analysis 'is flawed becaixée i t .uses

13 dividends per sha¢"('fbps") wM¢Mm0 W-..Z¢p, iS thewcut Measm-e~~of .average.'future

14. gravis when earnings per Share' .("EPS") are gxjowiixg more rapidly A-SQ at.53.-56). The L

15 Compmy's restatemmt of Staff's DCF was conducted bY including asecond stage that Dr. Zepp

16 cléjms reflects investors' expectations that fiituie growth will be higher'than curreilt DPS when 'DPS

17 are growing at a slower rate than EPS (Id. of 57-59). Based on this restatement of Staffs multi-stage

18 DCF model, theequity cost forth sample compares was calculated to be 10.1 percent (Id. at 59, .

19 Tables. 6 and 7). Dr.~ Zepp also perfonnéda restat¢inent'of RUCO witness Rigsby's DCF analysis.

20 The Company's restatement of RUCO's analysis resulted in a Cost of equity for the benchmark water

21 companies in the rangeof 9.6 to 11.1 percent (Id. £61-63).

22 Dr. zq>p performeamfee diffegsnt risk premium analyses with cost.of ¢<aui\v results in a

ZN range of 10.31to 1l.2 percent..Accordingto DrQ Zepp, the CAPM analyses conducted by Staff and

24 RUCO failedto include 'separate risk Prdnxium estimates Dr. Zepp favors a "zero-bet.a".CApm

I

25 model which produces results showing that low beta stocks like water Utilities require higher returns .

26. (Ex. A-5, at 44v49)-. Dr. Zepp performed a reétgieMent. of the CAPM analyses of both Staff and

27~ RUCO UsiNg forecasted values for long-tenn Treasury bonds. Based oh his recalculation, Dr..Zepp'.

28 found the cost of equity for the benchmark companies to be in the range of 9.8 to 11.3 percent (Id. at
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|1 50-52).

2 Aside from the technical analysis of the Staff and RUCO recommendations, Arizona Water

3 claims that those analyses are inconsistent with recent authorized returns on common equity, realized

4 returns on common equity, and Value Line forecasted returns on equity. Dr. Zepp prepared a rebuttal

5 schedule containing the authorized, realized, and forecasted returns based on Staffs sample group of

6 publicly traded water utilities, except for two companies Dr. Zepp claims were acquisition targets

7 based on their rapid stock price increases. His table shows average authorized returns from 2001

8 through 2003 of 10.69 percent, realized returns of 10.48 percent, and forecasted returns of 10.83

9 percent (Ex. A-5, Rebuttal Table 1). Arizona Water argues that these results show that the Staff and

10 RUCO cost of equity estimates of 9.2 percent and 9.18 percent, respectively, are not consistent with

l l investor expectations. The Company contends that the results produced by Dr. Zepp's models reflect

12 more accurately the actual and forecasted cost of equity performances for comparably situated water

13 companies.

14 Dr. Zepp also testified that, in order to establish a fair rate of return for Arizona Water, 100 to

15 150 basis points must be added to the Company's cost of equity estimates to account for the

16 additional risk associated with investing in Arizona Water (Ex. A-4, at 13-23, Ex. A-5, at 24-42).

17 Arizona Water asserts that an additional risk premium is required to compensate the Company for its

18 small size and due to its claim that the rate-setting system in Arizona, which employs an historical

The

20 Company also contends that investment risk is heightened by the capital and operating costs it is

21

19 test year, makes it difficult to match expected revenues with expected plant investment.

expected to incur due to arsenic treatment requirements. Arizona Water argues that, in accordance

22 with the fair and adequate rate of return requirements under decisions such as Federal Power

23 Comm 'n v, Hope Natural Gas Co., 320 U.S. 591, (1944); Bluefield Waterworks & Improvement Co.

24 v. Public Serv. Comm 'n of West Virginia, 262 U.S. 679 (1923); and Duquesne Light Co. v. Barasch,

25 488 U.S. 299 (1989), the Commission must recognize that the cost of equity recommendations put

26 forth by Staff and RUCO would fail to adequately compensate the Company with a reasonable rate of

27 return on its investment.

28 Staff performed both DCF and CAPM analyses in arriving at its 9.0 percent cost of equity

66849
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1 recommendation. Mr. Reiter stated that, because Arizona Water's stock is not publicly traded, six

2 publicly traded water companies and 10 gas companies were used as proxies (Ex. S-38, at 9). In his

3 analysis, Mr, Reiker applied the DCF constant growth and non-constant, or multi-stage, growth

4 models to the sample companies (Id. at 11). Mr. Reiter explained that the DCF method is based on

5 the theory that the market price of a stock is equal to the present value of all future dividends. In

6 applying the DCF model, the following three variables are required: 1) the expected annual dividend;

7 2) the current stock price; and 3) the expected infinite annual growth rate of dividends (Id.).

With respect to establishing the stock price component, Staff used a spot price because it

9 contends the spot price reflects investor expectations of future returns and is the best indicator of

10 those expectations (Id. at 12). Staff cites a recent Commission Decision in Black Mountain Gas Co.,

8

l l Decision No. 64727 (April 17, 2002) to support its proposal that the Commission should adopt spot

12 price as the basis for determining cost of equity.

13 In its growth variable analysis, Staff examined historical and projected growth in dividends

14 per share, growth in earnings per share, and intrinsic growth. For the proxy companies, Staffs

15 analysis produced average historical growth of 2.5 percent; projected growth over the next five years

16 of 2.0 percent, historical earnings per share of 3.2 percent, and an `mtrinsic growth rate of 7.8 percent

17 (Id. at 12-13, Scheds. JMR-2, JMR-3). Staffs analysis produced an equity cost estimate under the

18 constant-growth DCF model of 8.5 percent (Id. at 19). The multi-stage DCF model considers

19 investor expectations for near-term growth (Stage 1) and long-term constant growth (Stage 2). The

20 cost of equity result of Staffs multi-stage DCF analysis is 9.6 percent (Id. at 20, Sched. JMR-6).

21 Mr. Reiker testified that the CAPM model provides a measure of the expected return on an

22 investment. The CAPM requires the input of variables to determine an estimate of a company's

23 equity cost. The variables that are input into the model are the risk~free rate, the expected return on

24 the market, the risk variable (or "beta"), and the expected market risk premium (Ex. S-38, at 21-22).

25 Staffs risk-free rate estimate is based on the average of intennediate-term U.S. Treasury securities

26 spot rates, and the beta was derived from the average of the Value Line betas for the six proxy water

27 utilities. The average beta for the six proxy companies is .59 (Id. at Sched. JMR-5). Mr. Reiker

28 stated that the expected market risk premium represents the additional return an investor expects for
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1 Investing in an average or higher risk security over the expected return on a risk-free security. Staff' s

2 historical market risk premium analysis produced a rate of 7.4 percent, while its current market risk

3 'premium analysis resulted in a rate of 13.1 percent (Id. at 23-24). Staff's CAPM analysis results in

4 I an equity cost estimate for Arizona Water of 9.4 percent (Id. at Sched. JIWIR-7)

5 Staffs overall cost of equity recommendation was determined by averaging the results of its

6 constant growth and multi-stage DCF analysis, which produces a result of 9.0 percent. Next, Staff

7 leveraged the results of its historical and current market risk premium CAPM analysis, with a result of

8 194 percent. The DCF and CAPM results were then averaged to produce a find estimate of 9.2

9 percent (Id. at 25, Table 7). However, Staff also took into account the fact that Arizona Water's

10 icapitd structure consists of approximately 70 percent equity, which Staff believes represents lower

l l f inancial risk compared to its proxy water companies which had an average common equity

12 component of just under 50 percent (Id. at Sched. JMR-1).

13 Staff also averaged the DCF and CAPM results for the proxy gas companies, which resulted

14 lim an equity cost estimate of 10.3 percent for those companies. Staff claims that the sample gas

15 companies are more risky than the sample water companies, as evidenced by average betas of .59 and

16 1.69 for the water and gas companies, respectively. Staff claims that, because the equity cost for the

17 sample gas companies is approximately 100 basis points higher than the water companies, a

18 I downward adjustment must be made to reflect the cost of equity for a water company such as Arizona

19 Water. Therefore, Staff adjusted the results of its DCF and CAPM analyses downward Bom 9.2

20 percent to 9.0 percent.

21 RUCO witness Rigsby recommends a rate of return of 8.68 percent based on a cost of

22 'common equity calculation of 9.18 percent (RUCO Ex. 4, at 22). Mr. Rigsby's cost of  equity

23 l recommendation was determined based on a DCF analysis that produced the 9.18 percent result for

24 Arizona Water (Id.). Mr. Rigsby also performed a CAPM analysis which produced results ranging

25 'from 6.79 percent to 8.06 percent (ld. at 27). RUCO claims that Mr. Rigsby's analysis properly

26 considers the current environment of low inflation and low interest rates in which Arizona Water is

27 operating. Mr. Rigsby also contends that his recommendation takes into account the fact that the

28 Company's capital structure is heavily weighted with equity, compared to the group of proxy
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1 companies used inRUCO's AnN]yseS, thus reducing the risk associated' wini investing in Arizona \

2 Water (Id. at 32-39). RUCO argues that the Company's cost of capital recormnendatioxi fails to

3 recognize Arizona Water's lower risk. RUCO requests that its proposed cost of capital

4 recommendation be adopted for purposes of setting rates in this proceeding.

We agree that Staffs analysis represents a fair and reasonable estimateof Arizona Water's

6 cost of equity forzpurposes of this proceeding..As described above, Staff OalculatedaN estimated

7 equity cost of 9.2 percent by taking aNaverage of two DCF models (constant growth and multi-stage)

8. and the CAPM model. Although Atizona'water's .wimxses are critical of Stairsanadysis, we

9 believe the Company's recommendation has several flaws.

10 First, Arizona Water's infinite growth DCF modeléveraged the near-term grow¢h forecast for

l l the entire water utility indu§tfy. rather thana average bf near-term growth forecasts. As Mr. Reiko »1I12 pointed out, including the entire industry creates a Mismatch between the expected dividend growth

13. rate and the expected dividend yield, thereby producing a less accurate cost.o f equity estimation (Ex.

14 s-38; at 38). We also agree with Stailf's witness that the Company's exclusive reliance on. analyst.

15 forecasts erroneously assumes that investors rely only on near-term earnings and sustainable growth

16 without considering past earnings. °Relian¢e Solely .on analyst projections tends to result in inflated

17 growth projections without considering DPS 'and past EPS growth, information that even Dr. Zepp

18 has acknowledged should be considered in determining estimated growth (Id. at 44-45). We believe

19 that Staffs multiple component DCF analysis properly recognizes that investors expect both non~

20 constant short-term growth as well as long-.term constant growth.

21 With respect to the competing "risk premium" analyses, We believe StaffS CAPM mqdelj

22..properly takes into account .risk for purpoSes of estimating .equity costs. Mr. Raker stated that

23 :Arizona.Water's reliance.in forecaSteiiBaabored rates' is1ess reliable because such bond forecasts

24 have historically been inaccurate. Thus, at:cording_to Staff; the accuracy of the Company'srisk »

25 premium analysis suspect. We 'agree with Staff that assessing the 1*isk premium Basedon~Corporate.

26 bond yields is inappropriate because the default dsk for corporate bonds can Change significantly

27 overtime (Bx.S-38, at 46-49). We believe Sta£f's CAPM analysis, which.includes a risk variable, is

28. a reasonable means of estimating Arizona Water's cost of equityin this basehhd is preferable to the

5
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I Company's proposed risk premium recommendation.

However, we part company with Staff's recommendation with respect to the necessity for a

'downward adjustment to cost of equity. As described above, Staff and RUCO argue that Arizona

'Water is less risky than the group of sample companies that were used for purposes of determining

'their cost of capital recommendations. As a result, Staff argues that the product of its average of the

'DCF and CAPM models (9.2 percent) should be reduced to 9.0 percent to recognize the lesser risk

associated with investing in Arizona Water. On the other hand, the Company proposes an upward

'adjustment of 100 to 150 basis points to recognize what it asserts are increased risks. As indicated

I above, the risk factors alleged by the Company include its relatively small size compared to the proxy

10 companies, the of an historical test year in Arizona, diff iculty placing its bonds, and federal

11 I arsenic removal requirements

12

use

Based on our review of the entirety of the record, we do not believe that the risk factors

13 described by Staff, RUCO, and the Company support a finding that a risk adjustment, either upward

14 lot downward, is necessary in this proceeding. The Company's approximately 70 percent equity

15 'position, as well as the lower betas of the sample water companies compared to the sample gas

16 companies, may justify consideration of an adjustment. However, even if Arizona Water is slightly

17 bless risky than the proxy companies as a whole, we do not agree that Staffs proposed downward

18 adjustment is appropriate. Nor do we believe that an upward adjustment is required. Although the

19 company cited its difficulty in placing its corporate bonds in 2001, $15 million of general mortgage

20 bonds were ultimately issued. Regarding Arizona Water's size, Staff points out that the Commission

21 'has in the past rejected such arguments, and at least one study supports rejection of allowing a risk

22 'premium based on a company's smaller size (Ex. S-38, at 59-64). Concerning the Company's

23 historical test year argument, there is no precedent for recognizing a risk adjustment because the law

24 'requires an historical test year. Indeed, we have allowed Arizona Water in this case to include post

25 'test year plant in rate base for a hill 12 months following the test year. Moreover, it is the Company

26 that controls the timing of its rate application and the test year. Finally, the risks associated with

27 arsenic treatment costs have been mitigated by the Commission's approval in both the Northern

28 Group case (See ACRM discussion below), and in this proceeding, of an arsenic cost recovery
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I
c. Cost of Capital Summarv

Percentage

5.6%

28.2%

66.2%

Cost

4.0%

8.46%

9.2%

Weighted Cost

0.22%

2.39%

6.09%

8.7%

AUTHORIZED INCREASE

1 mechanism that enables the Company to seek expedited approval of capital costs and a significant

2 portion of operating costs associated with arsenic treatment for its affected systems. Given all of

3 these factors, we will not adopt any specif ic risk adjustments to the 9.2 percent cost of equity

4 determined by Staff's analysis.

5

6

7

8 Short-Term Debt

9 Long-Term Debt

10 Common Equity

11 Cost of Capital

12 v .

13 Multiplying the Easter Group's fair value rate base by the fair value rate of return produces a

14 required operating income of $3,127,181 on a total company basis. This is $958,854 more than the

15 adjusted test year income under existing rates. The required increase in gross annual revenues for the

16 Eastern Group is $1,564,803, or 10.68 percent, as shownon the attached Exhibit C.

17 VI . RATE DESIGN

18 A.

19 Under Arizona Water's current rate structure customer classes and the monthly minimum

20 charges are determined by meter size. The monthly minimum for all customer classes includes 1,000

21

Staff's Proposed Inverted Tier Rate Design

gallons with a single commodity rate applied to all usage. Under the Company's proposed rate

22 design, the 1,000 gallons of "free" water in the monthly minimum was eliminated and each of the

23 eight systems' existing meter rnultiples5 were moved half way toward the actual meter multiples (Ex.

24 A-16, at 15-16). Arizona Water points out that its proposed rate design in this proceeding follows the

25 same principles as the design that was approved in Decision No. 64282 for the Company's Northern

26 Group.

27

28

5 "Meter multiples" is a rate design concept whereby the monthly minimum charge for each meter size is established by
first establishing the appropriate charge for the smallest meter size and multiplying that minimum charge by a factor
appropriate for each larger meter size (See, e.g.,Decision No. 64282, at 23).
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1 Staffs proposed rate design consists of inverted tier rate blocks whereby the commodity rate

2 would increase through three tiers of rates as usage increases. StaLff's rate blocks are structured so

3 that the first tier (0 to 3,000 gallons) is priced 20 percent less than the second tier (3,001 to 50,000

4 gallons) and the third tier (over 50,000 gallons) is priced 20 percent higher than the second block (Ex.

5 S-40, at 2-9). Staff claims that its proposed 20 percent Hrst tier "discount" rate structure provides a

6 "lifeline" concept that allows for a minimum volume of water usage for basic needs (Tr. 934-935,

7 941). Sta8` believes the 20 percent third tier "premium" rate will send a price signal to heavy users to

8 reflect the extra costs they impose on the system (Tr. 896). Staff witness John Thornton testified that

9 Staffs rate design is based on a marginal pricing concept that provides "a more efficient rate

10 structure that results in conservation of resources in the provision of water" (Id. at 883). Staff

l l concedes that the third block would subsidize the other blocks on an embedded cost basis, although

12 Staff has not quantif ied that subsidy (Id. at 884). According to Staff ; a number of other water

13 companies in the state use inverted block rates, including Arizona-American Water Company. Staff

14 argues on brief that its rate design will send a price signal that is likely to result 'm conservation in the

15 long run. However, Mr. Thornton admitted on cross-examination that any conservation price signals

16 would apply only to usage over 50,000 gallons per month, thereby eliminating any conservation goals

17 directed to smaller customers, including residential customers (Tr. 939).

18 Arizona Water argues that Staffs rate design recommendation deviates &om basic cost of

19 service principles and ignores the rate design approved in the last rate case for the Eastern Group

20 customers (Decision No. 58120) and in the Company's Northern Group case (Decision No. 64282).

21 The Company contends that Staffs proposal does not encourage conservation and in fact creates

22 subsidies for usage in the first tier without sending any appropriate price signals. Arizona Water

23 asserts that Staffs proposed rate design is not based on a cost of service study and that it would shift

24 recovery of a substantial portion of the revenue requirement from the monthly minimum to the

25 commodity rate with no supporting evidence. The Company also contends that Staffs so-called

26 "lifeline" rate is inconsistent with lifeline rates described in publications of the American Water

27 Works Association which limit such rates to: low income residential customers; where a significant

28 portion of customers in the area are unable to afford water service; and where water conservation is
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1 not a concern (because discounted rates may actually cause increased water usage) (Ex. A-28, at 10-

2 13). Arizona Water argues that Staffs rate design is inequitable and will promote economic

3 inefficiencies.

4 We agree with Arizona Water that the justification provided by Staff does not support its

5 recommended rate structure in this proceeding. Staffpoints out that inverted tier rate designs have

6 been adopted in a number of prior cases as a means of encouraging customers to conserve water.

7 Although we agree with Staff that conservation of water is a desirable goal, its own witness testified

8 that no conservation price signals would be received by customers until usage reached more than

9 50,000 gallons. As a result, Staffs recommendation in this case is clearly distinguishable from the

10 type of inverted block structures approved by the Commission in other cases.

11 Staffs proposed rate design is also inconsistent with the type of block structures in place in a

12 number of cities in Arizona, as evidenced by a number of exhibits introduced by Staff at the hearing

13 (Exs. S-5, S-6, S-7, S-8, and S-9). These rate schedules show that the rates in effect for the cities of

14 Phoenix, Tucson, Scottsdale, Mesa, and in the Sun City area do not follow the type of design

15 advocated by Staff in this proceeding but, rather, indicate that the rates include increasing minimum

16 rates based on larger meter sizes or have second tier blocks that are substantially different than those

17 recommended by Staff (e.g., 8,000 gallons for Sun City, 12,000 gallons for Mesa, and 15,000 gallons

18 for Tucson Residential). Thus, average residential customers in those areas may be incanted to

19 reduce consumption by being presented with price signals that provide more attainable targets. We

20 do not believe that Staffs proposal fits within the type of rate design structures that have been

21 adopted by the Commission inprior cases or in the other jurisdictions cited by Staff Accordingly,

22 we decline tO adopt Staff's proposed inverted tier rate design in this proceeding.

23 Although we are rejecting Staff's proposed rate design, we believe that an alternative inverted

24 tier rate structure is a valid tool for promoting conservation by sending appropriate price signals to

25 heavier users. Similar inverted block structures havebeenapproved in a munger of prior cases and

26 we believe it is reasonable to adopt such a rate design in this proceeding. Therefore, we adopt the

27 following inverted tier rate structure for Arizona Water's Eastern Group: first tier - 0 to 10,000

28 gallons per month, second tier - 10,001 to 25,000 gallons per month; third tier - over 25, 001 gallons
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u

Consolidation of Apache Junction and Superior Systems

1 per month.

2 B.

3 Arizona Water is requesting that the Eastern Group's Apache Junction and Superior systems

4 be consolidated in this proceeding for rate making and accounting purposes. Under the Company's

5 proposal, uniform monthly minimtnn charges would be establ ished for both systems in this

6 proceeding, with each system retaining its own commodity rate. In the next rate proceeding, full

7 consolidation of the systems would occur (Ex. A-15, at ll-12).

8

9 facing substantial rate increases due to the costs associated with arsenic removal. For the Apache

10 Junct ion system, capi tal  costs alone are expected to reach $8.8 mi l l ion, which represents

l l approximately 36 percent of that system's adjusted original cost rate base. The impact of arsenic

12 remove is even more severe for the Superior system, with estimated capital costs of $1.7 million, or

13 63 percent of the system's rate base. Both systems would also incur significant additional costs

14 related to arsenic removal operating costs (Id.).

15 Because the Superior system (1,288 customers) is signif icantly smaller than the Apache

16 Junction system (16,093 customers), and the Superior system's current rates ($l8.l3 residential

17 minimum charge and $4.06 per 1,000 gallons) are much higher than the Apache Junction rates

18 ($12.43 residential minimum and $2.569 per 1,000 gallons), Arizona Water argues that absent

19 consolidation, the differences in rates between the two systems will become even more pronounced

Company witness Kennedy explained that the Apache Junction and Superior systems are

20 as a result of this proceeding. Mr. Kennedy testified that without consolidation of the Superior and

21 Apache Junction rates in this case, future consolidation will be more difficult, especially when the

22 impact of arsenic treatment is added to rates (Ex. A-17, at 7; and RJK-RJ5). The Company points out

23 that the Superior and Apache Junction systems are expected to be interconnected within two years,

24 which distinguishes the proposal in this case from prior proceedings in which the Connnission has

25 declined to approve consolidation proposals. Under the Company's proposed revenue requirements,

26 without consolidation the Apache Junction system rates would increase by more than 16 percent,

27 while the Superior system revenue requirement would increase by more than 70 percent, even

28 without adding arsenic removal costs (ld.).
-as

4
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1 RUCO and Staff oppose consolidation of the Superior aNd Apache Junction systems.basedon
•

2 the premise that individual system rates should reflect their specific system costs (RUCO Ex. R-3,at

3 43-46; RUCO Ex. R-2, at 21-24; Ex. S-44, at 34, Ex. S-51, at 11-12, Tr. 525-530). Staff and RUCO

4 argue that until physical interconnection of the systems is completed, allowing consolidation would

5 result in subsidization of Superior system customers by Apache Junction customers. Staff and RUCO

6 cite to prior decisions in which the Commission has recognized the concept that system rates should

7 reflect individual system costs (Decision No. 58120§ at 33-34; Decision No. 64282, at 20-21;

Decision No. 66400, at 11-13).

9 We agree wiki AriZona Water that the SUperior and Apache Function system; should~:be

10 consolidated for purposes of fate making. had accounting under the Company's proposed two-stcp

11 consolidation process. Although Stiff and'RUCO point out that the Company's Northgrn Group

12 conSolidation`recommendation was recentlydenied, the request in this prdceedingisdistinguishable.

13 First, unlike the situation in :lie NortlieM Group case, thc.Supcriorand Apache Junction' systems gee

14 already contiguous(Ex. A~9, at 10); Further, the backbone tradxsmissiqn facilitiésnoeded to serve a .

15 development approximately four miles from the Superior. system Well1.6elds me already under i

16 construction and 'fun 'Mterconnéction with Superior will be completed in less than two years (EX: A~ j

17 10, at 445; .Ex A-17, 'at 7). Thus, the interconnection of systems is not .speculative but is iMminent. I

.18 Given these differehees kbmihe Norther Group proceeding, we believe it is gpprqpriate to.

19 allow the first step of consolidation at this time °m~orda to recognize the. intexcohnection..ofthe .

20 systems and to minimize the "raieshock" thatmay otherwise be experienced by customers in the.

21 Superior system. Consolidation is ever more critiCal Io offs the significant rate increases that will

22 be experienced once arsenic treatment costs an imposed onArizona Water's CllsloIIl¢1's;. Accordmg

23 to Mr. Kennedy, arsenic treatment capital costsare estimated to be approximately $573 Pa customérf

24 in tbeApache Junction system and $1,309 per customer in the .Superior system.(Ex, A-l7,'.at 7);

25 Absent consolidation, this impact .will.be exacerbatedby the depressed economic cbnditionsjin the

26 Superiorareawhere customer growth has actually declined in recent years (Id. at6)§.

27 With respect to StaR  ̀and RUco*s argumeNts that consolidadbn willresult iN inter=syStern

28 subsidies, we note that consolidationof individual ArizonaWater 'systems is not Without precedent...

8
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OTHER ISSUES

Staffs Proposed Water Loss Plan

1 'In fact, Arizona Water has in the past been permitted to consolidate a nmnber of systems that are not

2 'physical ly interconnected (e.g., River Valley and Rimrock, Arizona City and Casa Grande, Forest

3 'Towne and Overgaard, Valley Vista and Sedona, and Tierra Grande and Casa Grande) (Ex. A-17, at

4 l 5). In this proceeding, the fact that interconnection of the Superior and Apache Junction systems will

5 'be completed within two years, the further widening of the base rate disparity between the systems

6 'absent consolidation, and the significant additional rate impact in the near future associated with

7 'arsenic removal costs, justifies implementing the first step of consolidation in this proceeding as

8 'proposed by Arizona Water. Accordingly, the Company's rate consolidation recommendation is

9 'adopted

10 M I .

l l A .

12 Staff proposed that Arizona Water be required to audit its water losses for systems in the

13 'Eastern Group with greater than 10 percent water loss, and tile a plan for reducing such losses where

14 'it is feasible to do so (Ex. S-52, at 4-6). Staff contends that its proposal is not burdensome because

15 'the Company already produces internal water loss reports that could be used as a starting point for the

16 'reporting requirements recommended by Staff (Tr. 90-91).

17 Arizona Water claims that Staff has not established that the Company has a water loss

18 'problem because Staff's loss calculations are based on "unsold" water rather than "lost" water (Tr.

19 I 324, 1128-1129; Ex. A-2, at 24). According to the Company, unsold water is the difference between

20 'water produced and received, and water sold to customers. Unsold water includes water used for a

21 'number of purposes including for operational and maintenance needs, as well as overflowing water

22 'storage tanks, f lushing water distribution systems, and f ire suppression (Ex. A-2, at 24-25). By

23 'contrast, lost water represents quantities that the Company cannot account for (Tr. 324). Arizona

24 'Water opposes Staffs recommendation because of the Company's claim that StaN" has not identified

25 'any harm to ratepayers that needs to be remedied, and because the Company believes Staffs

26 'reporting requirements constitute urmecessary micro-management of the Company's operations.

27 We do not believe that Staffs proposed audit and reporting requirements will impose an

28 'undue burden on Arizona Water's operations. Although the Company challenges Staff's definition of

I
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Staffs recommendation does not require any specific remedy for

4 unaccounted for water but, instead, simply requires the Company to report systems that exceed the 10

1 system water losses, whether the water is "unsold" or "unaccounted for" should not be the deciding

2 factor in assessing the need for monitoring of water that ispumpedbut not ultimately paid for by the

3 Company's customers.

5 percent loss limit and to propose cost-effective solutions for reducing such losses. We believe Staff" s

6 recommendation will enable Staff to monitor Arizona Water's unaccounted for water while allowing

7 the Company sufficient flexibility to resolve water loss situations that require a remedy. Staff's

8 recommendation is therefore adopted.

9 B. NP-260 Tariff

10 Arizona Water has a NP-260 Non-Potable Central Arizona Project Water Tariff ("NP-260

11 Tariff") that is designed to pass through to non-potable customers all costs associated with providing

12 non-potable water service plus amounts for administration. Company witness Kennedy testified that

13 'the NP-260 Tariff is designed to be as income neutral as possible while avoiding passing costs onto

14 potable customers (Ex. A-16, at 28).

15 Staff recommends that Arizona Water amend its NP-260 Tariff as follows: eliminate the fixed

16 meter charge; eliminate the depreciation charge; indemnify customers from maintenance, repair or

17 replacement charges when the damage to CAP facilities is the result of the Company's error, require

18 the customer to be responsible for repair or replacement of the meter; and include fixed-dollar

19 administrative charges representative of the Company's actual costs (Ex. S~5l, at l6-17). Staff

20 claims that these changes are necessary to address problems that were identified in a formal

21 complaint filed inSL VProperties v. Arizona Water Co., Decision No. 65755 (March 20, 2003).

22 Arizona Water contends that the Decision cited by Staff does not support the proposed

23 recommendation. According to the Company, the NP-260 Tariff maintenance fees and related

24 charges were found reasonable in Decision No. 65755 and there is no reason to change the tariff in

25 this case.

26 We agree with Staffs recommended changes to the NP-260 Tariff In Decision No. 65755,

27 we directed Staff to "review the NP-260 Tariff' in the instant proceeding and "recommend changes

28 or revisions as required." The Company does not dispute that the depreciation charge should be
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1 I eliminated from the tariff However, as Mr. Harmon indicates, there is no valid basis to find that the

2 'current f ixed monthly meter charge of more than $363 is relevant to the fixed costs of the CAP

3 delivery system (Ex. S-51, at 15). The CAP fixed costs are already recovered through the CAWCD

4 'capital charges which are passed on to customers with a percentage fee for administration collected

5 'by Arizona Water. We also agree that the NP-260 Tariff does not adequately define customer rights,

6 'especially for unusual maintenance situations (e.g., lightning strikes). Under the current lalif i l

7 Arizona Water has no real incentive to protect the equipment that is owned and controlled by the

8 Company, but for which the customer bears maintenance responsibility (Id. at 16). We rind that

9 I Staff's proposed changes tO theNP-260 Tariff are reasonable and shall be adopted.

10 C. Arsenic Treatment Cost Recover Mechanism

l l Arizona Water is requesting approval in this proceeding of  an arsenic cost recovery

12 \mechanism ("ACRM") that would allow the Company to recover arsenic treatment capital costs and

13 certain "recoverable" operation and maintenance ("O&M") costs. The Company's proposal is based

14 ion the ACRM approved recently for Arizona Water's Northern Group in Decision No. 66400.

15 'Arizona Water projects arsenic treatment capital costs for the Eastern Group will exceed $12 million

16 land that annual O&M costs for the affected Eastern Group systems (Apache Junction, Superior, and

17 I San Manuel) will cost more than $2.6 million (Ex. A-l, at 9; Ex. A-15, at 7-8)

18 Neither Staff nor RUCO filed testimony opposing the Company's ACRM recommendation.

19 I Given the lack of opposition to die proposed ACRM, and considering that the Company's proposal is

20 abased on the recently approved ACRM for the Northern Group, we wil l  approve the ACRM

21 l recommendation for the Eastern Group in this proceeding

22 D.

23 Staff recommended that Arizona Water be directed to tile a curtailment tariff consistent with

24 \prior Commission decisions requiring such tariffs. At the hearing, the Company agreed to file such a

25 tarif f  (Tr. 82-83). Accordingly, Arizona Water is directed to ti le a curtailment tarif f  in a form

26 | approved by Staff at the time it files its tariffs in compliance with this Decision.

27 We also believe it is appropriate and necessary to require Arizona Water Company to

28 implement a water conservation initiative for customers affected by this Application. Within 30 days,

Curtailment Tariff and Water Conservation Notice
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Pinal Creek Group Settlement

1 of the effective date of this Decision, Arizona Water Company shall develop and submit to Staff a

2 notice concerning water conservation information, including methods and guidelines that customers

3 may use to lower water usage. Within 30 days of approval by Staff, Arizona Water Company shall

4 send to all customers affected by this Application, by bill insert or separate mailing, a copy of the

5 approved notice.

6 E .

7 111 1998, Arizona Water negotiated a settlement with members of the Pinal Creek Group

8 ("PCG Settlement"), a group of mining interests with copper mining operations in the vicinity of the

9 Company's Miami system (Ex. A-16, at 7-8).

10 Arizona Water's Miami system is located in Gila County and serves approximately 3,000

11 customers. According to die Company's witnesses, the capacity of wells in the Miami system has

12 been extremely variable due to the prevailing hydrology of the area. The Company claims that

13 production from' area wells has been consistently declining over time and customers have been

14 subjected to temporary shortages and conservation restrictions (Ex. A-2, at 5-7).

15 In 1997, while it was investigating additional water supply options in the Miami area, Arizona

16 Water discovered that the Arizona Department of Enviromnental Quality ("ADEQ") and the United

17 States Enviromnental Protection Agency ("EPA") were about to enter into a consent order with the

18 PCG concerning alleged contamination of groundwater in the Miami area by the members of the

19 PCG (Ex. A-2, at 7). Because the proposed consent order did not address the potential effects on

20 Arizona Water and its customers, the Company took action to insert itself into the action before the

21 consent order between ADEQ and the PCG was f inalized.

22 Water's participation in the proceeding was not welcomed by either ADEQ or the PCG, and only

23 through the Company's persistence was it able to secure its primary goal of a guaranteed source of

24 replacement water for the Miami system. (Id., Tr. 135-136).

25 The consent order between die PCG, ADEQ, and EPA requires the PCG to pay fines to both

26 ADEQ and EPA, and to take responsibility for cleanup in the area at an estimated cost of $100

27 million (RUCO Ex. 3, at 29). In its separate settlement with the PCG, Arizona Water agreed to a

Mr. Garf ield testified that Arizona

28 cash settlement of $1.4 million paid over a three-year period. This cash compensation under the__
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1 settlement was recorded as Miscellaneous Non-Operating Income, whereby none of the proceeds

2 were allocated to ratepayers (Id. at 29-30). In addition, the PCG Settlement provides that the

3 Company is to receive replacement water from various PCG wells (through an interconnection

4 linking the PCG system with Arizona Water's Miami system). Under the agreement, the Company

5 began receiving 100 gallons of water per minute ("rpm") in 1998, increasing by 100 rpm up to 600

6 rpm in October 2003. After that time, PCG is required to continue to provide an aggregate volume

7 of capacity of 600 rpm until the settlement agreement expires in 2028 (Id.).

8

9 Settlement proceeds. Staff claims that the benefits from the settlement were in exchange for the

10 release of past damages and the Company retains the ability to seek future damages. Staff asserts that

l l Arizona Water has not retired any wells in the Miami system for more than 20 years and ratepayers

12 have paid for those wells through rates during that same time period (Tr. 543-558). Staff further

13 contends that as the holder of a CC&N in the Miami area, it is the Company's duty to secure

14 adequate sources of water for its customers. Staff claims that the Company is adequately

15 compensated by having rates in effect that allow it to am a reasonable return on its investment and

16 there is no basis for allowing additional compensation through entitlement to the settlement proceeds.

Staff argues that the Company's Miami ratepayers are entitled to the entirety of the PCG

17 Staff also contends that the Company improperly accounted for the proceeds as miscellaneous

18 income instead of as a deferred regulatory liability pursuant to the NARUC Uniform System of

19 Accounts ("USOA") (Tr. 1083-1092). Staff claims that its recommendation corrects the improper

20 accounMg treatment by reducing rate base by the amount of the payment, and amortizing the

21 reduction over the remaining life of the PCG Settlement (Ex. S-45, at 52).

22 RUCO similarly argues that the proceeds of the PCG Settlement were a windfall to Arizona

23 Water's shareholders. RUCO reiiutes the Company's assertion that the replacement water alone

24 represents sufficient compensation for ratepayers. According to RUCO, the replacement water is

25 nothing more than that to which customers are entitled because it is the Company's obligation to

26 provide its customers with safe drinking water in exchange for being granted an exclusive franchise

27 to serve that area. RUCO recommends that the settlement proceeds should be shared equally

28 between ratepayers and shareholders. RUCO believes that requiring an equal allocation strikes a.
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1 balance between encouraging the Company to pursue legitimate legal recourse, while at the same

2 time preventing the Company from obtaining an unjustified windfall.

3 Arizona Water disputes Staff"s contention that it improperly accounted for the settlement

4 proceeds pursuant to the NARUC USOA. The Company contends that the settlement proceeds were

5 properly included in Account 421-NonUtility Income, and Staff has presented no evidence to the

6 contrary. Arizona Water also argues thatboth Staff and RUCO have ignored the substantial benefits

7 associated with more reliable and less expensive water supplies that are conferred on customers as a

8 result of the PCG Settlement. The Company points out that the PCG replacement water provides a

9 reliable source of water in an area where lack of water has become a serious issue. Mr. Kennedy

10 estimated that the present value of the replacement water provision in the settlement is between $5.48

l l and $7.97 million (Ex. A-16, at 5).

12 Arizona Water cites as precedent for its recommendation Decision No. 58497 (January 14,

13 1994) involv ing Tucson Electric Power Company ("TEP"). The Company contends that the

14 Commission allowed TEP to retain the $40 million cash portion of a settlement agreement due to

15 another provision of the settlement that required TBP to share benefits of a 10 year power sharing

16 agreement (Decision No. 58497, at 59-60). Arizona Water argues that, similar to the TEP Decision,

17 the Commission should consider the overall benefits provided by the PCG Settlement rather than

18 focusing solely on the monetary payment of the settlement.

19 We agree with RUCO's recommendation that the monetary proceeds of the PCG Settlement

20 should be shared equally between shareholders and ratepayers. RUCO and Staff argue convincingly

21 that Arizona Water, as holder of the exclusive franchise to provide water service in the Miami area,

22 has an ongoing obligation to obtain and provide adequate and safe water for customers in the service

23 area. The fact that Arizona Water pursued a legal remedy to assure that its water supply would be

24 protected does not necessari ly enti t le the Company to retain for the exclusive benef i t of  i ts

25 shareholders the monetary proceeds from the legal settlement. Although we recognize that the

26 replacement water provision of the PCG Settlement provides ratepayers with the benefit of future

27 quantities of water, the Company also benefits from seeming an assured supply of water, effectively

28 eliminating the risk associated with obtaining additional supplies in the area for a number of years.

I
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l We believe that the TEP case cited by Arizona Water supports this conclusion. km Decision

2 No. 58497, the Commission allowed TEP to retain for shareholders a $40 million payment TBP

3 obtained from Southern California Edison Company ("SCE") as part of a legal settlement involving a

4 failed merger. However, it was noted in that Decision that TEP's shareholders had incurred more

5 than $12 million in legal expenses pursuing the litigation against SCE. In addition, TEP was required

6 to apply the proceeds towards a reduction in its debt service. hi this proceeding, there are no similar

7 conditions placed on how Arizona Water's share of the settlement proceeds must be applied. Further,

8 as discussed below, we are allowing Arizona Water to include in rate base more than $308,000 in

9 legal expenses associated with the PCG litigation (see discussion below). Considering the PCG

10 Settlement in its entirety, we find that splitting the cash proceeds of the agreement equally provides a

1 l reasonable balance between the rights and obligations of shareholders and ratepayers and will provide

12 the Company with a sufficient incentive to pursue future litigation or settlement of claims that the

13 Company and its customers may be entitled to receive.

14 1. PCG Legal Expenses

15 Staff claims that the Company receives further compensation from the PCG Settlement

16 through the inclusion of capitalized legal fees in rate base (Tr. 1099). RUCO argues on brief that the

17 $308,005 booked by the Company as legal expenses associated with the PCG Settlement should be

18 removed from plant accounts, reclassified as a separate addition to rate base, and amortized over the

19 life of the agreement (RUCO Brief; at 7-9). RUCO claims that, absent its proposed adjustment,

20 Arizona Water will earn a perpetual return in operating income from inclusion of these legal costs.

21 Arizona W ater asserts that there is no ev idence in the record to support RUCO's

22 recommendation which was raised for the first time in RUCO's briefs The Company claims that the

23 only record evidence is that the legal costs were incurred to protect its rights to a specified quantity of

24 water, an asset with an unlimited life that is not subject to depreciation (Company Reply Brief; at 41-

25 42).

26 We agree with Arizona Water that there is insufficient evidence in the record of this case to

27 support RUCO's proposed treatment of the PCG Settlement legal costs. RUCO's recommendation

28 was presented for the first time in its initial brietta thereby precluding an opportunity for cross-
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1 examination or rebuttal of the proposed alternative treatment. Although we are denying RUCO's

2 recommendation, we believe this issue should be reviewed in the Company's next rate proceeding to

3 allow a full analysis of whether it is appropriate to allow recovery in rate base of legal expenses

4 associated with pursuit of litigation and settlement of legal claims.

5 2.

6 Staff witness Hantmon testified that because the PCG Settlement provides Arizona Water

7 with up to 600 rpm of replacement water, the Company's purchased power required to pump water in

8 the Miami system has been reduced (Ex. S-52, at 17-18). Accordingly, Staff reduced the Company's

9 purchased power expense in its recommendation regarding allowable expenses (Id.).

10 Arizona Water contends that Staflf's recommendation is based on speculation regarding the

l l amount of the Company's future purchased power expenses (Tr. 1134-1135). The Company argues

12 that speculative expense reductions are not a sufficient basis for adoptingStaff'srecommendation.

13 We agree with the Company that Staffs proposal is based on estimates of future reductions in

14 purchased power. Although Mr. Garfield admitted that Arizona Water did not yet own the PCG

15 wells in question, he testified that PCG may exercise its option under the agreement to convey the

16 wells to the Company (Tr. 252-259), Given the current uncertainty regarding this issue, and the

17 speculative nature of Staflf's recommendation, we do not believe it is appropriate to reduce Arizona

18 Water's Miami purchased power expenses in this proceeding.

19 3. Confidentiality of PCG Settlement

20 The PCG Settlement contains a confidentiality provision that prohibits Arizona Water from

21 disclosing the terms of the agreement (Ex. S-10). The allegedly confidential information was

Miami Purchased Power Expense

22 provided to the Administrative Law Judge and Commissioners. The information was also provided

23 to most of the other parties pursuant to protective agreements. Portions of the hearing were

24 conducted on a closed record and transcripts, exhibits, testimony, and briefs addressing the

25 confidential PCG Settlement issues have, up to this point in time, been maintained under seal.

26 On December 17, 2003, a Procedural Order was issued ruling that Arizona Water's request

27 for confidentiality of the PCG Settlement should be denied. As stated in the December 17, 2003

28 Procedural Order, A.R.S. §39-121 provides that "Public records and other matters in the custody of
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1 any officer shall be open to inspection by any person at all times during office hours." Although

2 there is a strong presumption in favor of disclosure, the right to inspection of public documents is not

3 unlimited. Access to public records may be denied or restricted where "the interests of privacy,

4 confidentiality, or the best interest of the state in can'ying out its legitimate activities outweigh the

5 general policy of open access." Carlson v. Pima County, 141 Ariz. 487, at 491, 687 P.2d 1242

6 (1984). The purpose of public records laws is to allow citizens 'to be informed about what their

7 government is up to.' Scottsdale Untied School District v. KPNX Broadcasting Co., 191 Ariz.297,

8 302-303, 955 P.2d 534, 539-540 (1998) (quotingUnited States Dep 't. ofJustice v. Reporters Comm.

9 For Freedom of the Press, 489 U.S. 749,773, 109 S.ct. 1468 (1989). See, also, AH Belo Corp. v.

10 Mesa Police Dept., 202 Ariz. 184, 42 P.2d 615 (Ariz. Ct. of Appeals 2002).

l l Arizona Water and BHP Coppers contend that disclosure of the terms of the PCG Settlement

12 could have a chilling effect on future settlements between utility companies and third-party litigants.

13 However, thepublic interest in disclosure outweighs the potential effect on future settlements. This

14 public interest exists in the form of the public's right to know the underlying basis for how the rates

15 set by the Commission were established. In this case, our decision that the settlement proceeds

16 should be shared equally between shareholders and ratepayers has an effect on the revenue

17 requirement for the Miami system. Thus, public disclosure of the amount of the settlement is

18 necessary to enable the public to assess how the revenue requirement was determined.

19 In addition, we do not believe it is good public policy to retain confidentiality of the terms of

20 a settlement agreement entered into by a regulated utility and a third party simply because disclosure

21 may expose the third party to some future liability for its actions. Although most of the cases on

22 public records address disclosure requirements for records and information maintained by

23 government agencies, the same principles apply equally in situations where, as in this case, the

24 Corrunission reviewed the terms of the PCG Settlement as part of its ratemaking authority under

25 Article XV of the Arizona Constitution. We Lind that the presumption in favor of access to public

26 records outweighs the privacy interests expressed by Arizona Water and the PCG Group.

27

28

»

6 BHP Copper is one of the members of the PCG Group. Counsel for BI-H' Copper appeared at the December 8, 2003 oral
argument in support of maintaining confidentiality of the terms of the settlement agreement.
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1

2 Having considered the entire record herein and being fully advised in the premises, the

3 Commission kinds, concludes, and orders that:

* =l= * * * * * * * *

FINDINGS OF FACT

1.

4

5 Arizona Water is an Arizona corporation engaged in thebusiness of providing water

6 utility service to the public in portions of Arizona pursuant to authority granted by the Commission.

7 2.

8 permanent increase in water rates for its Eastern Group, consisting of the Company's Apache

9 Junction, Bisbee, Miami, Oracle, San Manuel, Sierra Vista, Superior, and Winkelman systems.

10 By Procedural Order issued October 23, 2002, a hearing was scheduled for June 23,

On August 14, 2002, Arizona Water tiled with the Commission an application for a

11 20030

12 4. A Second Rate Case Procedural Order was issued March 14, 2003, granting Staffs

13 Motion to Continue and setting a new hearing date of September 22, 2003. The March 14, 2003

14 Procedural Order also extended the time clock for a final Commission decision.

15 Intervention was granted to RUCO, the City of Casa Grande, Superstition Mountain,

16 LLC, and Mr. Robert Sldba.

17 6. Pre-hearing conferences were conducted on March 31, 2003 and September 17, 2003.

18 Public comment hearings were conducted on August 18, 2003 in San Manuel, on August 19, 2003 in

19 Bisbee, and on August 28, 2003 in Apache Junction. The evidentiary hearing commenced on

20 September 22, 2003 and concluded on September 26, 2003 .

21 7. Initial closing briefs were Bled on October 31, 2003 and reply briefs were filed on

22 November 10, 2003. An oral argument was conducted on December 8, 2003.

23 8. Based on the adjusted test year data, as determined herein, the operating income under

24 existing rates for the Eastern Group is $2,168,327.

25 9. Based on the adjusted test year data, as determined herein, the fair value rate base for

26 the Eastern Group is $35,944,611.

27 10. A fair and reasonable rate of return on fair value rate base is 8.7 percent.

28 11. The revenue increase proposed by Arizona Water would produce an excessive return
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StMs proposed water loss audit and reporting plan is reasonable and shall be

l on fair value rate base.

2 12. The authorized increase in gross annual revenues for the Eastern Group is $1,564,803 .

3 13. Staffs proposed inverted tier rate structure does not support our conservation goals for

4 usage under 50,000 gallons.

5 14, The rate design adopted herein will promote conservation and send appropriate price

6 signals to all consumers.

7 15. As discussed herein, Arizona Water's Eastern Group Purchased Power and Purchased

8 Water Adjustment Mechanisms should be discontinued.

9 16. Arizona Water's proposal to consolidate the Superior and Apache Junction systems,

10 through the two-step process described herein, is reasonable and shall be adopted.

11 17.

12 adopted.

13 18.

14 be adopted.

15 19. Arizona Water's proposed Arsenic Cost Recovery Mechanism for the Eastern Group,

16 which is based on the Commission's approval of the Northern Group ACRM in Decision No. 66400,

17 is reasonable and shall be approved.

18 20. Staffs proposed Curtaihnent Tariff requirement for Arizona Water is reasonable and

19 shall be approved.

20 21. The treatment of the Penal Creek Group Settlement discussed herein is reasonable and

21 shall be adopted.

22 22. For the Apache Junction system, the rates set herein produce a decrease in annual

23 revenues of 3.29 percent which results in a decrease of 6.5 percent for the average usage 5/8 x % inch

24 meter customer and a decrease of 3.0 percent for the median usage 5/8 x % inch customer.

25 23. For the Bisbee system, the rates set herein produce an increase in annual revenues of

26 32.10 percent which results in average and median increases for 5/8 x % inch meter customers of

27 approximately 22.8 percent and 26.5 percent, respectively.

28 24. For the Miami system, the rates set herein produce an increase in annual revenues of

Staff's proposed changes to ArizonaWater's NP-260 Tariff are reasonable and shall
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l 24.24 percent which results in average and median increases for 5/8 x % inch meter customers of

2 approximately 13.9 percent arid 17.7 percent, respectively.

3 25. For the Oracle system, the rates set herein produce an increase in annual revenues of

4 13.04 percent which results in average and median increases for 5/8 x % inch meter customers of

5 approximately 13.0 percent and 17.3 percent, respectively.

6 26. For the San Manuel system, the rates adopted herein ref lect elimination of the

7 purchased water adjustment mechanism and will result in average and median increases for 5/8 x 1%

8 inch meter customers of approximately 23.8 percent and 26.9 percent, respectively.

9 27. For the SierraVista system, the rates set herein produce an increase in annual revenues

10 of 27.82 percent which results in average and median increases for 5/8 x % inch meter customers of

l l approximately 17.8 percent and 20.4 percent, respectively.

12 28. For the Superior system, the rates set herein produce an increase in annual revenues of

13 50.60 percent which results in the average usage 5/8 x % inch meter customer expenencmg a

14 'decrease of approximately 33.8 percent and the median usage 5/8 x % inch customer experiencing a

15 decrease of approximately 31.8 percent. The decreases for these average and median usage

16 customers are due primarily to consolidation of the Superior and Apache Junction systems, as

17 described herein.

18 29. For the Winkelman system, the rates set herein produce an increase in annual revenues

19 of 24.16 percent which results in average and median increases for 5/8 x % inch meter customers of

20 approximately 1.4 percent and 2.5 percent, respectively.

21 30. The rates and charges for each system, as attached hereto in the attached Exhibit D

22 and incorporated by reference herein, are reasonable.

23

24 1. Arizona Water is a public service corporation within the meaning of Article XV of the

25 Arizona Constitution and A.R.S. §§40-250 and 40-251 .

26 2. The Commission has jurisdiction over the Company and of the subject matter of the

27 Application.

28 3.

CONCLUSIONS OF LAW

Notice of the Application was provided in the manner prescribed by law.
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1 4. The rates and charges for each system, as attached hereto in Exhibit D and

2 incorporated by reference herein, are reasonable and shall be approved.

3

4 IT IS THEREFORE ORDERED that Arizona Water Company is hereby directed to tile with

5 the Commission on or before March 31, 2004 revised schedules of rates and charges consistent with

6 Exhibit D and the discussion herein.

7 IT IS FURTHER ORDERED that the revised schedules of rates and charges shall be effective

8 for all service rendered on and after March 10, 2004.

9 IT IS FURTHER ORDERED that Arizona Water Company shall notify its affected customers

10 of the revised schedules of rates and charges authorized herein by means of an insert in its next

l l regularly scheduled billing, in a form approvedby Staff '

12 IT IS FURTHER ORDERED that Arizona Water Company shall implement the approved

13 Arsenic Cost Recovery Mechanism for the Eastern Group in accordance with the discussion herein

ORDER

14 and consistent with the ACRM approved in Decision No. 66400 for Arizona Water's Northern

15 Group.

16 IT IS FURTHER ORDERED that Arizona Water Company's Eastern Group Purchased

17 Power and Purchased Water Adjustment Mechanisms should be discontinued.

18 IT IS FURTHER ORDERED that Arizona Water Company shall implement the Water Loss

19 Plan proposed by Stafil as discussed herein, within 120 days of theeffective date of this Decision.

20 IT IS FURTHER ORDERED that Arizona Water Company shall submit an amended NP-260

21 Tariff; in the form prescribed by Staff and approved herein, by no later than March 31, 2004.

22 IT IS FURTHER ORDERED that Arizona Water Company shall develop and submit for the

23 approval of Staff a water conservation initiative within 30 days of the effective date of this Decision.

24 Arizona Water Company shall disseminate the notice to all customers affected by this Application, as

25 - discussed herein, within 30 days of approval by Star

26 IT IS FURTHER ORDERED that Arizona Water Company shall file a rate case application

27 for its Eastern Group no later than September 30, 2007.

28
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IT IS FURTHER ORDERED that Arizona Water Company shall submit a Curtaihnent Tariff

in the form prescribedby Staff and approved herein, by no later thanMarch31 , 2004

IT IS FURTHER ORDERED that this Decision shall become effective immediately

BY ORDER OF TI-IE ARIZONA CORPORATION COMMISSION.
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RUCO'S RESPONSE TO
CHAPARRAL CITY WATER COMPANY, INC.'S

THIRD SET OF DATA REQUESTS
/ ', ,

I
i

Docket No. W-02113A-07-0551

3.2 Identify where in Decision No. 68176 the ACC ordered the Company to
utilize a particular CIAC amortization rate on a going-forward basis.

Response

RUCO does not believe Decision No. 68176 explicitly required the
Company to use a particular CIAC amortization rate. However, the order
clearly approved a level of depreciation expense based on the Company's
Rebuttal position. See Bourassa Rebuttal Schedule C-2, page 2. The
Commission's Decision 68176 authorized a proposed level of OCRB plant
in service and the associated depreciation rates per account. The same
schedule approves a level of CIAC and an associated amortization rate to
derive at the authorized depreciation expense on a going-forward basis.

\

/



SECOND SET OF DATA REQUESTS
FROM CHAPARRAL CITY WATER COMPANY

TO THE UTILITIES DIVISION OF THE
ARIZONA CORPORATION COMMISSION

Docket No. W-02113A-07-0551

October 24, 2008

2.13. Admit that the Handy-Whitman Index of Public Utility Construction Costs is
based on observed changes in the cost of construction.

Response: Admit

Respondent: Marlin Scott

13



av

SECOND SET OF DATA REQUESTS
FROM CHAPARRAL CITY WATER COMPANY

TO THE UTILITIES DIVISION OF THE
ARIZONA CORPORATION COMMISSION

Docket No. W-02113A-07-0551

October 24, 2008

2.14. Admit that the indexes published in the Handy-Whitman Index of Public Utility
Construction Costs provide a means of estimating of the current value of utility
plant.

Response: Admit

Respondent: Marlin Scott

14
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SECOND SET OF DATA REQUESTS
FROM CHAPARRAL CITY WATER COMPANY

TO THE UTILITIES DIVISION OF THE
ARIZONA CORPORATION COMMISSION

Docket No. W~02113A-07-0551

October 24, 2008

2.15. Admit that the indexes published in the Handy-Whitman Index of Public Utility
Construction Costs are not based on changes in consumer prices.

Response: Admit

Respondent: Marlin Scott

15
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W-01392A-07-0679 8/5/2008
125

1 He is stating the same function that was

2

Is 3

4

adjust that.

performed in 2003, applying a Handy-whitman index to it

and applying carrying that forward in his average, is

that correct?

5 A. That's what I understand.

6

7

And again I will

reiterate that is not a known and measurable change.

Well, is averaging a known and measurableQ.

8 change ?

A.9 No, it is not.

10

11

12 And,

13

14

15

But it is a, as a methodology

for normalizing that recognizes actual expenditures, the

Handy-whitman adjustments don't really recognize

expenditures. It attempts to update values.

again, it is nice to bring updated value from 2003 to

2007, but if that expenditure wasn't made in 2008, what

difference does it make?

16 Q.

17

18

19

20

21 A.

22

Isn't that exactly what you are trying to do, is

update that cost and compute what should be the cost,

what you assume is going to be the cost for the repair

and maintenance during this test period that is the

surrogate for what costs will be going forward?

As you well know, this state is a historical

test year state. What you want to do is make it a

23 And we are not able to do that.

24 Q.

25 Mr. Carlson.

future test year state.

Not at all, I am not suggesting that at all,

What I am saying is the purpose of trying

ARIZONA REPORTING SERVICE, INC.

www.az-reporting.com

(602) 274-9944

Phoenix, AZ



STAFF'S RESPONSE TO THE
FIRST SET OF DATA REQUESTS

FROM CHAPARRAL CITY WATER COMPANY
TO THE ARIZONA CORPORATION COMMISSION STAFF

Docket No. W-02113A-0'7-0551
October 16. 2008

1 .5 4 .  Wha t  ex tenu a t i ng  c i r cu ms tances  i s  S ta f f  awa re  of  tha t  l ed  to  the
increase in chemicals expense

Response

Respondent: Marvin Mil lsap
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STAFF'S RESPONSE TO THE
FIRST SET OF DATA REQUESTS

FROM CHAPARRAL CITY WATER COMPANY
TO THE ARIZONA CORPORATION c0Mm1ss1on STAFF

Docket No. W-02113A-07-0551
October 16, 2008

1 .27 .  Identi fy  each and every "comparable  s i zed"  u t i l i ty  cons idered by Staf f  in
reaching i ts  recommended level  of rate case expense as testi f ied to by Mr.
Mil lsap (Dr at 32).

Response: B a s e d  o n  M r .  M i l l s a p ' s  e x p e r i e n c e w i t h  t h e  K a n s a s
Commission, he considered companies such as Empire District Electric
Company, Peoples Natural Gas, Western Resources and One OK.

In addition, Staff notes that rate case expense has been awarded by the
Commission in a number of dockets, including, but not limited to,
Arizona-American, docket no. 05-0405, Arizona Water, docket no 02-
0619, Pine Water, docket no.03-0279.

Respondent: Marvin Mil lsap; El i jah Abinah

1

27

I

I



FOURTH SET oF DATA REQUESTS
FROM CHAPARRAL CITY WATER COMPANY

TO THE ARIZONA CORPORATION COMMISSION STAFF

Docket No. W-02113A-07-0551

November 10, 2008

4.4. If Staff assumes a 2% inflation rate, why wouldn't Staff assume that the
Company's operating expenses will increase by 2% per year?

Response: The inflationary considerations for rate of return and for operating
expenses are independent and different.

Respondent: Marvin Millsap

ADMITTE
4



BEFORE THE ARIZONA CORPORATION COMMISSION

MIKE GLEASON
Chainman

WILLIAM A. MUNDELL
Commissioner

JEFF HATCH-MILLER
Commissioner

KRISTIN K. MAYES
Commissioner
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Commissioner

IN THE MATTER OF THE APPLICATION OF )
CHAPPARAL CITY WATER COMPANY, INC., )
AN ARIZONA CORPORATION, FOR A )
DETERMINATION OF THE FAIR VALUE OF )
ITS UTILITY PLANT AND PROPERTY AND )
FOR INCREASES IN ITS RATES AND )
CHARGES FOR UTILITY SERVICE BASED )
THEREON. )

DOCKET NO. W-02113A-07-0551

DIRECT

TESTIMONY

OF

PEDRO M. CHAVES

PUBLIC UTILITIES ANALYST 111
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ARIZONA CORPORATION COMMISSION

OCTOBER 3, 2008
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EXECUTIVE SUMMARY
CHAPPARAL CITYWATER COMPANY

DOCKET NO. W-02113A-07-0551

The direct testimony of Staff witness Pedro M. Chaves addresses the following issues:

Capital Structure - Staff recommends that the Commission adopt a capital structure for
Chaparral City Water Company, Inc. ("Chaparral City" or "Applicant") for this proceeding
consisting of 24.4 percent debt and 75.6 percent equity.

Cost of Equity ..... Staff recommendsthat the Commission adopt a 10.0 percent return on equity
("ROE") for the Applicant. Staffs estimated ROE for the Applicant is based on cost of equity
estimates for the sample companies ranging from 9.3 percent for the discounted cash flow
method ("DCF") to 14.3 percent for the capital asset pricing model ("CAPM"). Staffs ROE
recommendation includes a 1.8 percent downward adjustment due to the lower financial risk
reflected in the Applicant's capital structure in relation to that of the sample companies.

Cost of Debt.--- Staff recommends that the Commission adopt a 5.0 percent cost of debt.

Fair Value Rate of Return - Staff recommends that the Commission adopt a fair value rate of
return ("FVROR") of 7.6 percent.

Mr. Bourassa's Testimony .-. The Commission should reject the Applicant's proposed capital
structure, composed of 23.4 percent debt and 76.6 percent equity, and requested 5.5 percent cost
of debt since they represent outdated infonnation. The Commission should also reject the
Applicallt's proposed 10.5 percent ROE for the following reasons: 1) Mr. Bourassa's DCF
estimates rely exclusively on analyst's forecasts, 2) Mr. Bourassa does not use dividend per
share growth in his DCF estimates, and 3) Mr. Bourassa's recommendation relies on forecasted
interest rates.



Direct Testimony of I'cdro M. Craves
Docket No. W-02113A-07-0551
Page 1

1 I. INTRODUCTION

2 Q- Please state your name, occupation, and business address.

3

4

5

My name is Pedro M. Chaves. I am a Public Utilities Analyst employed by the Arizona

Corporation Commission ("Commission") in the Utilities Division ("Start"). My business

address is 1200 West Washington Street, Phoenix, Arizona 85007.

6

7 Q- Briefly describe your responsibilities as a Public Utilities Analyst.

8

9

10

11

In my position as a Public Utilities Analyst, I perform studies to estimate the cost of

capital component of the overall revenue requirement calculation in rate filings. I also

perform analyses regarding requests for financing authorization and other financial

regulatory matters.

12

13 Q, Please describe your educational background and professional experience.

14

15

I am a graduate of Arizona State University and received a Bachelor of Science degree in

Global Business with a specialization in finance. My course of studies included classes in

16 I

17

corporate and international finance, investments, accounting, statistics, and economics.

began employment as a Staff Public Utilities Analyst in December 2005.

18

19 Q- What is the scope of your testimony in this case?

20

21

22

23

A.

A.

A.

A. I provide Staffs recommended capital structure, cost of debt, return on equity ("ROE")

and fair value rate of return ("FVROR") in this case. I discuss the appropriate capital

structure, cost of debt, ROE and FVROR for establishing the revenue requirement for

Chaparral City Water Company, Inc. ("Chaparral City" or "Applicant").
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1

2

Summary of Testimony and Recommendations

Q. Briefly summarize how Staffs east of capital testimony is organized.

3

4

A. Staffs cost of capital testimony is presented in ten sections. Section I is this introduction.

Section II discusses the concept of weighted average cost of capital ("WACC"). Section

HI presents the concept of capital structure and presents Staffs recommended capital

structure for Chaparral City in this proceeding. Section W discusses the concepts of ROE

and risk. Section V presents the methods employed by Staff to estimate Chaparral City's

ROE. Section VI presents the findings of Staff's ROE analysis. Section V11 presents

Staffs final cost of equity estimates for Chaparral City. Section VIII presents Staffs

weighted average cost of capital. Section IX presents Staffs FVROR recommendation.

Section X presents Staff' s comments on the direct testimony of Mr. Thomas J. Bourassa in

support of the Applicant's proposed cost of capital ("Mr. Bourassa's Direct Testimony").

Lastly, Section XI presents the conclusions.

5

6

7

8

9

10

11

12

13

14

Q- Have you prepared any exhibits to accompany your testimony?

Yes. I prepared ten schedules (PMC-1 to PMC-10) that support Staffs cost of capital

analysis.

15

16

17

18

19

20

Q- What is Staff's weighted average cost of capital for Chaparral City?

21

22

23

24

A.

A. Staffs WACC is 8.8 percent and it is calculated in Schedule PMc-l. Staff" s WACC is

based on cost of equity estimates for Chaparral City that range from 9.3 percent to 14.3

percent. Staffs ROE recommendation includes a 1.8 percent downward adjustment due

to the lower financial risk reflected in the Applicant's capital structure in relation to that of

the sample companies.
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1 Q. What is Staffs recommended fair value rate of return for Chaparral City?

2 Staff recommends a 7.6 percent FVROR. Staffs recommended 7.6 percent FVROR is

calculated in Schedule PMC-2.3

4

5

6

Applicant's Proposed Overall Rate of Return

Q, Briefly summarize the Applicant's proposed capital structure, cost of debt, return on

equity and overall rate of return for this proceeding.

Table 1 summarizes the Applicant's proposed hypothetical capital structure, cost of debt,

return on equity and overall cost of capital and FVROR in this proceeding:

7

8

9

10

11 Table 1

Weight Cost
Weighted
Cost

Long-term Debt 23.4% 5.5% 1.3%

Common Equity
Cost of Capital
(FVROR)

76.6% 10.5% 8.0%

12

13

14

9.3%

Chaparral City is proposing an overall cost of capital, i.e., FVROR of 9.3 percent.

15

16

11.

Q-

THE WEIGHTED AVERAGE COST OF CAPITAL

Please define the cost of capital concept.

17

18

19

A.

A.

A. The cost of capital is the opportunity cost represented by anticipated returns or earnings

that are foregone by choosing one investment over others with equivalent risk. In other

words, the cost of capital is the return that shareholders expect for committing their

resources in a determined business enterprise.
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1 Q- What is the overall cost of capital?

2 The overall cost of capital is equal to the weighted average cost of capital.

3

4 Q- How is the WACC calculated?

5

6

The WACC is calculated by adding the weighted expected returns of a firm's securities.

Equation 1 that follows presents the WACC as a mathematical expression.

Equation 1.
n

WACC W t f t

7

8

9

10

11

i-1

12

13

In this equation, Wt is the weight given to the it security (the proportion of the it security

relative to the portfolio) and ft is the expected return on the it security.

14

Q, Can you provide an example demonstrating application of Equation 1?15

16

17

18

19

20

Yes. For this example, assume that an entity has a capital structure composed of 35

percent debt and 65 percent equity. Also, assume that the embedded cost of debt is 6.0

percent and the expected return on equity, i.e. the cost of equity, is 10.0 percent.

Calculation of the WACC is as follows z

WACC = (35% * 6.0%) + (65% 1 10.0%)

21
WACC ; 2.10% + 6.50%

22
WACC = 8.60%

23

24

25

26

A.

A.

A.

The weighted average cost of capital in this example is 8.60 percent. The entity in this

example would need to earn an overall rate of return of 8.60 percent to cover its cost of

capital.



Component %

Short-Term Debt $5,000 ($5,000/$100,000) 5.0%

Capital Leases $15,000 ($15,000/$100,000) 15.0%

Long-Tenn Debt $30,000 ($30,000/$100,000) 30.0%

Preferred Stock $10,000 ($10,000/$100,000) 10.0%

Common Stock $40,000 ($40,000/$100,000) 40.0%

Total $100,000 100%

Direct Testimony of Pedro M. Craves
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1 111.

2

3

CAPITAL STRUCTURE

Background

Please explain the capital structure concept.Q,

4 The capital structure of a firm is the relative proportions of short-term debt, long-term debt

(including capital leases), preferred stock and common stock that are used to Finance the

H1°m's assets.

5

6

7

8

9

10

11

Q- How is the capital structure expressed?

12

The capital structure of a company is expressed as the percentage of each component of

the capital structure (capital leases, short-term debt, long-term debt, preferred stock and

common stock) relative to the total capital (the total sum of all the components of the

capital structure).

13

14

15

16

For instance, the capital structure for an entity that is financed by $5,000 of short-tenn

debt, $15,000 of capital leases, $30,000 of long-term debt, $10,000 of preferred stock and

$40,000 of common stock is shown in Table 2.

17

18 Table 2

1 Capital leases are a specific form of long-term debt.

A.

A.

\
1



Chaparral City Water Company, Inc.
Capitalization

Amount outstanding

as of 6/30/2008

Percentage of
Capital Structure

24.4%$Total Debt 8,635,000.00

75.6%26,690,000$Total Common Equity

100.0%$ 35,325,000Total Capitalization

Direct Testimony of Pedro M. Craves
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1

2

3

The capital structure in this example is composed of 5.0 percent short-tern debt, 15.0

percent capital leases, 30.0 percent long-term debt, 10.0 percent preferred stock and 40.0

percent common stock.

4

5

6

Applicant's Capital Structure

What capital structure does the Applicant propose?

7

Q~

A. The Applicant proposes a hypothetical capital structure composed of 23.4 percent debt and

76.6 percent common equity.8

9

10

11

Q. What capital structure does Staff recommend?

12

13

Staff recommends a capital structure of 24.4 percent debt and 75.6 percent equity, to

reflect Chaparral City's most recent debt and equity positions, as displayed in Schedule

PMC-10 and summarized in Table 3, below.

14 Table 3

15

16 Q~

17

How does Chaparral City's actual capital structure compare to capital structures of

publicly traded water utilities?

18

19

A.

A. The Applicant's actual capital structure is composed of 24.4 percent debt and 75.6 percent

equity. Schedule PMC-4 shows the capital structures of six publicly traded water
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1

2

3

companies ("sample water compam'es") as of March 31, 20082. The average capital

structure for the sample water utilities is comprised of approximately 49.9 percent debt

and 50.1 percent equity.

4

5 Iv. RETURN ON EQUITY

6

7

Background

Please define the term "cost of equity capital."Q-

8

9

10

The cost of equity capital is determined by the market. It  is the rate of return that

investors expect to ham on their equity investment in an entity given its risk. In other

words, the cost of equity to an entity is the investors' expected rate of return on other

investments of similar risk.11

12

13 Q- Is there any relationship between interest rates and the cost of equity capital?

14 Yes. The cost  of equity tends to move in the same direction as interest rates. This

15

16

17

18

19

relationship is integral to the capital asset pricing model ("CAPM") formula. The CAPM

is a market based model used for estimating the cost of equity capital that is discussed in

Section V of this testimony. Therefore, a comparison of current interest rates to historical

interest rates provides insight for how the current cost of equity capital might be compared

to the cost of equity capital historically.

20

21 Q. What has been the general trend of interest rates in recent years?

22

23

A chronological chart of interest rates is a good tool to show interest rate history and

identify trends. Chart 1 graphs intermediate U.S. treasury rates from July 2002 to July

24 2008.

A.

A.

2 Value Line Summary & Index. 7-25-08

A.



Chart 1: Average Yield on 5-, 7-, & 10-Year Treasuries
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1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

Chart 1 shows that intennediate interest rates trended downward from 2001 to mid-2003,

then, trended upward to mid-2006, subsequently, remained relatively steady at about 5

percent to mid-2007, and have declined since then to about 4 percent.17

18

19

20

Q-

21 A.

22

23

24

How do current interest rates compare to a longer term history of interest rates, and

what does it suggest for capitalcosts?

Chart 2 shows that interest rates have trended downward in the irmnediate past period of

approximately 25 years. It also shows that interest rates over the past 40 years have been

higher than currently. The inference from the relationship between interest rates and the

cost of equity capital is that current capital costs are low in comparison to historical capital

25 costs.



Chart 2: History of 5- and 10-Year Treasury Yields
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1

2

3

4

5

6

Source: Federal Reserve

7

8

9

10

11

12

13

14

15

16

Q- Do actual returns represent the cost of equity?

No. The cost of equity represents investors' expected returns not realized accounting

returns.17

18

19

20

Q~

21

22

23

24

Is there any information available that leads to an understanding of the relationship

between the equity returns required for a regulated water utility versus the market?

Yes. A comparison of betas, a component of the CAPM discussed in Section V, for the

water utility industry and the market provides insight into this relationship. The average

beta (1.01)3 for a water utility is about the same than the theoretical average beta for all

stocks (l.0). According to the CAPM formula, the cost of equity capital moves in the

same direction as beta. Since the beta for the water utility industry is about the same than25

A.

A.

3 See Schedule PMC-7
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1

2

the beta for the market, the implication is that the required return on equity for a regulated

water utility is approximately the average required return on the market.

3

4 Risk

5 Q. Please define risk.

6 Risk, as it relates to an investment, is generally recognized as the variability or Luicertainty

7

8

of the returns on the investment. Risk is often separated into two components. Those

components are market risk (systematic risk) and non-market risk (unique risk).

9

10 Q- What is market risk?

11

12

Market risk or systematic risk is the risk that changes in the stock market as a whole will

cause changes in the stock price of a particular entity. Market risk is related to the

13

14

economy-wide perils that affect all business such as inflation, interest rates, and general

business cycles. Market risk affects all stocks and it cannot be eliminated by

15

16

diversification, i.e., it is non~diversifiable. However, the impact on each entity is not

necessarily the same. Accordingly, market risk is the only risk that affects the cost of

17 equity.

18

19 Q- Is there a measure for market risk?

20 Yes. Market risk is measured by the beta. Beta reflects both the business risk and

21 financial risk of an entity.

22

23 Q- How are business and financial risks defined?

24

25

26

A.

A.

A.

A. Business risk is that risk which is associated with the fluctuation in earnings due to the

basic nature of an entity's business. Financial risk is that risk which affects shareholders

due to a firm's use of fixed obligation (i.e., debt) financing.
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1 Q- Is the cost of equity affected by both business and financial risk?

2 Yes.

3

4 Q- What is the relationship between the capital structure of a firm and its financial

5 risk?

6

7

8

9

10

11

As previously discussed, the relative proportions of short-term debt, long-term debt

(including capital leases), preferred stock and common stock used to finance an entity's

assets represent its capital structure. Financial risk increases as an entity includes a greater

proportion of fixed obligation financing in its capital structure (i.e., as it becomes more

leveraged). An increase in financial risk is reflected in the market risk measured by beta

resulting in an increase in an entity's cost of equity.

12

13 Q_

14

15

16

17

18

19

20

21

How does Chaparral City's financial risk compare to the sample water companies'

financial risk from the perspective of an investor?

From an investor's perspective Chaparral City's capital structure is composed of

approximately 24.4 percent debt and 75.6 percent equity. Schedule PMC-4 shows the

capital structures of six publicly traded water companies ("sample water companies") as

of March 31, 2008, as well as Chaparral City's actual capital structure. As of March 31,

2008, the sample water utilities were capitalized with approximately 49.9 percent debt and

50.1 percent equity, while Chaparral City's actual capital structure consists of

approximately 24.4 percent debt and 75.6 percent equity. Consequently, Chaparral City's

shareholders bear less financial risk than the shareholders of the sample water companies.22

23

24 Q- What is non-market risk?

25

26

A.

A.

A.

A. Non-market (unique risk) is risk related to an individual entity. There is no correlation

among entities for unique risk, accordingly, it can be eliminated through diversification.
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1

2

Specifically, investors can eliminate unique risk by holding a diversified 'investment

portfolio.

3

4 Q- Is unique risk measured by beta?

5 No. Unique risk is not measured by beta.

6

7 Q, Is the cost of equity affected by unique risk?

8 A. No. Since unique or firm-specific risk can be eliminated through diversification, it does

9 not affect the cost of equity capital.

10

11 Q- What additional return can investors expect to account for unique risk?

12 None.

13

14

15

Investors who hold diversified portfolios can eliminate unique risk, and

consequently do not require any related additional return. Since investors who choose to

be less than fully diversified must compete in the market with fully diversified investors,

the former cannot expect to be compensated for unique risk.

16

17 v. ESTIMATING THE COST OF EQUITY

18 Introduction

19 Q~ Did Staff directly estimate the cost of equity for the Applicant?

20 No. Staff did not directly estimate Chaparral City's cost of equity for two reasons. First,

21

22

23

24

Chaparral City's stock is not publicly traded, therefore, its cost of equity cannot be

estimated because the required information is not available to perform the analysis.

Second, using an average of a representative sample group reduces the potential for

random fluctuations resulting in a more reliable estimate, vis-8-vis relying on a single

25

A.

A.

A.

entity.
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1 Q. What companies did Staff select as proxies or comparables for Chaparral City?

2

3

4

5

6

Staff selected six publicly traded water utilities shown in Schedule PMC-4. Staff chose

these six entities because they derive most of their earnings from regulated operations, and

they are currently analyzed by The Value Line Investment Survey Small and Mid Cap

Edition ("Value Line Small Cap") and The Value Line Investment Survey ("Value Line")

rnaldng available the necessary information to perform a cost of capital estimation for

Chaparral City.7

8

9

10

11

12

Q, What models did Staff implement to estimate Chaparral City's cost of equity?

The cost of equity is determined by the market, therefore, Staff used two market-based

models to estimate the cost of equity for Chaparral City: the discounted cash How model

("DCF") and the CAPM.

Q- Explain why Staff chose the DCF and CAPM?

Staff chose to use the DCF and CAPM because they are widely recognized as appropriate

market-based models and have been used extensively to estimate the cost of equity. A

description of the DCF and then the CAPM begins immediately below.

13

14

15

16

17

18

19

20

Discounted Cash Flow Model Analysis

Q- Please provide a brief summary of the theory underlying use of the DCF to estimate

21

22

23

24

25

A.

A.

A.

A.

the cost of equity.

The theory underlying use of the DCF to estimate the cost of capital is that the cost of

equity is that discount rate which equates the current market price to all future cash flows

expected by investors. That is, the cost of equity is the rate that future expected cash

flows (primarily dividends) must be discounted to equal a given market price.
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1

2

3

In the 1960s, Professor Myron Gordon pioneered the use of the DCF method to estimate

the cost of capital for a public utility. The DCF model has become widely used due to its

theoretical merit and its simplicity.

4

5 Q, How is the DCF model applied?

6

7

8

9

10

The DCF model is applied via a mathematical formula where the current market price, the

expected dividend, and projected dividend growth rate are inputs, while the discount rate

(cost of equity) is the result. The formula can be applied to a sample of companies that

exhibit similar risk to the entity whose cost of equity is being estimated and the results

averaged to arrive at an estimate of the cost of equity for the subj et entity.

11

12 Q, Did Staff apply more than one version of the DCF?

13 Yes. Staff applied two versions of the DCF: the constant-growth DCF and the multi-stage

14

15

16

A.

A.

or non-constant growth DCF. The constant-growth DCF assumes that an entity will grow

indefinitely at the same rate. Alternately, the non-constant growth DCF does not assume

one constant, indefinite dividend growth rate.
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1 The Constant-Growth DCF

2 Q, What is the mathematical formula used in Staff's constant-growth DCF analysis?

3 A. The constant-growth DCF formula used in Staffs analysis is:

Equation 2

K D1+8
R,

where : K

D 1

18»
g

the cost of equity

the expected annual dividend

the current stock price

the expected infinite annual growth rate of dividends

4

Equation 2 assumes that the enti ty has a constant earnings retention rate and that i ts

earnings are expected to grow at a constant rate. According to Equation 2, a stock with a

current market price of $10 per share, an expected annual dividend of $0.39 per share and

an expected dividend growth rate of 5.0 percent per year has a cost of equity to the entity

of 8.9 percent reflected by the sum of the dividend yield ($0.39/ $10 = 3.9 percent) and the

5.0 percent annual dividend growth rate.

5

6

7

8

9

10

11

12

13

14

Q- How did Staff calculate the dividend yield component (D1/Po) of the constant-growth

DCF formula?

15

16

Staff calculated the yield component of the DCF fionnula by dividing the expected annual

dividends (D1) by the spot stock price (Po) after the close of the market August 6, 2008, as

reported by MSN money .

A.

4 Value Line Summary & Index. 7-25-08
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1 Q-

2

Why did Staff use the spot stock price rather than a historical average stock price to

calculate the dividend yield component of the DCF formula?

3

4

5

6

Use of the current market stock price (spot stock price) is consistent with finance theory,

i.e., the efficient market hypothesis. This hypothesis asserts that the current stock price

reflects information investors use to form expectations of future returns. Use of a

historical average of stock prices illogically discounts the most recent information in favor

7 of less recent information. The latter is stale and is representative of underlying

8 conditions that may have changed.

9

10 Q.

11

How did Staff estimate the dividend growth (g) component of the constant-growth

DCF model represented by Equation 2?

12

13

14

15

The dividend growth component for Staffs constant-growth DCF model is the average of

six different estimation methods as shown in Schedule PMC-8. Staff computed both

historical and projected growth estimates on dividend-per-share ("DPS")5, eamings-per-

share ("EPS")6 and sustainable growth bases.

16

17 Q-

18

Why did Staff examine EPS growth to estimate the dividend growth component of

the constant-growth DCF model?

19

20

21

22

23

Staff examined EPS growth (both historical arid projected) because dividends are

dependent on earnings. Dividend distribution in excess of earnings results in capital

contraction. Continued capital contraction is not sustainable in the long run, and it is

inconsistent with die constant-growth DCF model. Therefore, EPS growth is an

appropriate consideration for estimating expected dividend growth.

A.

A.

A.

5 Derived from information provided byValue Line
6 Derived from information providedby Value Line
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1 Q-

2

3

4

5

How did Staff estimate historical DPS growth?

Staff estimated historical DPS growth by calculating the average rate of growth in DPS of

the sample water companies from 1997 to 2007. The results of that calculation are shown

in Schedule PMC-5. Staff calculated an average historical DPS growth rate of 2.9 percent

for the sample water utilities for the period 1997 to 2007.

6

7 Q- How did Staff estimate the projected DPS growth?

8 Staff calculated an average of the prob acted DPS growth rates for the sample water utilities

from Value Line. The average projected DPS growth rate is 4.2 percent as shown in9

10 Schedule PMC-5.

11

12 Q- How did Staff calculate the historical EPS growth rate?

13

14

15

16

Staff estimated historical EPS growth by calculating the average rate of growth in EPS of

the sample water companies from 1997 to 2007. The results of that calculation are shown

in Schedule PMC-5. Staff calculated an average historical EPS growth rate of 3.6 percent

for the sample water utilities for the period 1997 to 2007.7

17

18 Q, How did Staff estimate the projected EPS growth?

19 Staff calculated an average of the projected EPS growth rates for the sample water utilities

from Value Line. The average projected EPS growth rate is 8.4 percent as shown in20

21 SchedulePMC-5 .

A.

A.

A.

A.

7 Staff has excluded one data input from the calculation. EPS from the period of 1997 to 2007 for California Water
resulted in a negative 2.0 percent EPS growth rate. Staff excluded the negative result of the calculation of average
growth in EPS for the sample companies in that period, because negative growth is inconsistent with the DCF model.
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1 Q- How did Staff calculate its historical and projected sustainable growth rates?

z

3

4

Staffs historical and projected sustainable growth rates were calculated by adding their

respective retention growth rate terms (br) to their respective stock financing growth rate

terms (vs) as shown in Schedule PMC-6.

5

6 Q- What is retention growth?

7

8

9

10

Retention growth is the growth in dividends due to the retention of earnings. Viewed

differently, an entity cannot expect to grow dividends if it does not retain any earnings.

Retention growth is dependent on the percentage of earnings retained (retention ratio) and

the value of earnings. Mathematically, the retention growth rate is the product of the

retention ratio and the book/accounting return on equity.11

12

13 Q- Wbat is the formula for the retention growth rate?

14 The retention growth rate fionnula is:

15
Equation 3

Retention Growth Rate = Br

where : b

r

the retention ratio (1 ... dividend payout ratio)

the accounting/book return on common equity

16

17 Q- How did Staff calculate the average historical retention growth rate (Br) for the

18 sample water utilities?

19 First, Staff calculated the retention rate for each of the sample water companies from 1998

20

21

A.

A.

A.

A.

to 2007. ThenStaff calculated the mean of those results. The historical average retention

(br) growth for the sample water utilities is 2.9 percent as shown in Schedule PMC-6.
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1 Q- How did Staff determine projected retention growth rate (br) for the sample water

2 utilities?

3

4

5

Staff used the retention growth projections for the sample water utilities for the period

2011 to 2013 Boy Value Line. The projected average retention growth rate for the sample

water utilities is 5,5 percent as shown in Schedule PMC-5.

6

7 Q. When can retention growth provide a reasonable estimate of future dividend

8

9

10

11

12

13

growth?

The retention growth rate is a reasonable estimate of future dividend growth when the

retention ratio is reasonably constant and the entity's market price to book value ("1narket-

to-book ratio") is expected to be 1.0. The average retention ratio has been reasonably

constant in recent years. However, the market-to-book ratio for the sample water utilities

is 2.0, notably higher than 1.0, as shown in Schedule PMC-7.

14

15 Q- Is there any financial implication of a market-to-book ratio greater than L0?

16

17

18

19

Yes. A market-to-book ratio greater than 1.0 implies that investors expect an entity to

earn an accounting/book return on its equity that exceeds its cost of equity. The

relationship between required returns and expected cash flows is readily observed in the

fixed securities market. For example, assume an entity contemplating issuance of bonds

with a face value of $10 million at either 5 percent or 7 percent, and thus, paying annual20

21 interest of $500,000 or $700,000, respectively. Regardless of investors' required return on

22

23

24

25

26

A.

A.

A.

similar bonds, investors will be willing to pay more for the bonds if issued at 7 percent

than if the bonds are issued at 5 percent. For example, if the current interest rate required

by investors is 5 percent, then they would bid $10 million for the 5 percent bonds and

more than $10 million for the 7 percent bonds. Similarly, if equity investors require a 7

percent return and expect an entity to earn accounting/book returns of ll percent, the
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1 market will bid up the price of the entity's stock to provide the required return of 7

2 percent.

3

4 Q-

5

6

7

8

How has Staff generally recognized a market-to-book ratio exceeding 1.0 'm its cost of

equity analyses in recent years?

First, Staff has assumed that investors expect the market-to-book ratio to remain greater

than 1.0. Given that assumption, Staff has added a stock financing growth rate (vs) term

to the retention ratio (be) term to calculate its historical and projected sustainable growth

9 rates.

10

11 Q.

12

Do the historical and projected sustainable growth rates Staff uses to develop its

DCF cost of equity in this case continue to include a stock financing growth rate

13 term?

14 Yes.

15

16 Q. What is stock financing growth?

17

18

19

20

21

22

Stock financing growth is the growth in an entity's dividends due to the sale of stock by

that entity. Stock financing growth is a concept derived by Myron Gordon and discussed

in his bookThe Cost of CapitaI to a Public Utility.8 Stock financing growth is the product

of the fraction of the funds raised from the sale of stock that accrues to existing

shareholders (v) and the fraction resulting from dividing the funds raised from the sale of

stock by the existing common equity (s).

23

24

A.

A.

A.

8 Gordon, Myron J. The Cost of Capital to a Public Utility. MSU Public Utilities Studies,Michigan, 1974. pp 31-35.
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1 Q- What is the mathematical formula for the stock financing growth rate?

2 The mathematical formula for stock financing growth is :

Equation 4

Stock Financing Growth = vs

where : v

s

Fraction of the funds raised from the sale of stock that accrues

to existing shareholders

Funds raised from the sale of stock as a fraction of the existing

common equity

3

4 Q- How is the variable v presented above calculated?

5 Variable v is calculated as follows:

6

Equation 5

v I _. book value

market value

7

8

9

For example, assume that a share of stock has a $40 book value and is selling for $50.

Then, to find the value of v, the formula is applied;

v I

10

11

A.

A.

In this example, v is equal to 0.20.
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1 Q- How is the variable s presented above calculated?

2 Variable s is calculated as follows:

3

4
Equation 6:

5

6 s
Funds raised firm the issuance of stock

Total existing common equity before the issuance
7

8

9

10

For example, assume that an entity has $100in existing equity, and it sells $10 of stock.

Then, to find the value of s, the formula is applied:

S
10

100

11

12 In this example, s is equal to 10.0 percent.

13

14 Q- What is the vs term when the market-to-book ratio is equal to 1.0?

15

16

17

18

19

20

A market-to-book ratio equal to 1.0 reflects that investors expect an entity to earn a

book/accounting return on their equity investment equal to the cost of equity. When the

market-to-book ratio is equal to 1.0, none of the hinds raised from the sale of stock by the

entity accrues to the benefit of existing shareholders, i.e., the term v is equal to zero (0.0).

Consequently, the vs term is also equal to zero (0.0). When stock financing growth is

zero, dividend growth depends solely on the Br term.

21

22 Q, What is the effect of the vs term when the market-to-book ratio is greater than 1.0?

23

24

A.

A.

A. A market-to-book ratio greater than 1.0 reflects that investors expect an entity to am a

book/accounting return on their equity investment greater than the cost of equity.
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1

2

3

4

5

Equation 5 shows that when the market-to-book ratio is greater than 1.0 the v term is also

greater than zero. The excess by which new shares are issued and sold over book value

per share of outstanding stock is a contribution that accrues to existing stockholders in the

form of a higher book value. The resulting higher book value leads to higher expected

earnings and dividends. Continued growth from the vs term is dependent upon the

continued issuance and sale of additional shares at a price that exceeds book value per6

7 share.

8

9 Q- What vs estimate did Staff calculate from its analysis of the sample water utilities?

10 Staff estimated a11 average stock financing growth of 2.5 percent for the sample water

utilities as shown in Schedule PMC-6.11

12

13 Q-

14

15

What would occur if an entity had a market-to-book ratio greater than 1.0 due to

investors expecting earnings to exceed the cost of equity capital and the entity

subsequently experienced newly authorized rates equal to its cost of equity capital?

16

17

There would be downward pressure on the entity's stock price to reflect the change in

future expected cash flows because, in theory, the maker-to-book ratio should decline to

18 1.0.

19

20 Q~

21

What is implied by Staffs continued use of the vs term in the historical and projected

sustainable growth rates Staff uses to develop its DCF cost of equity is this ease?

22 The implication is that there are expectations regarding the market-to-book ratio

23

24

25

continuing to exceed 1.0, and that the water utilities will continue to issue and sell stock at

prices exceeding book value to provide benefits to existing shareholders. If the authorized

ROEs for water utilities are established at the cost of equity capital, the market-to-book

ratio should decline to 1.0. If that occurs, the stock financing term would no longer be26

A.

A.

A.
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1

2

3

necessary. If investors expect the average market-to-book ratio of the sample water

utilities to fall to 1.0 due to authorized ROEs equaling the cost of equity capital, then

Staff s inclusion of the vs term in its constant-growth DCF analysis might result in an over

estimate of its sustainable dividend growth rate and the resulting DCF ROE estimate.4

5

6 Q- What are Staff's historical and projected sustainable growth rates?

7

8

9

10

Staffs estimated historical sustainable growth rate is 5.4 percent based on an analysis of

earnings retention for the sample water companies. Staffs projected sustainable growth

rate is 9.0 percent based on retention growth projected by Value Line. Schedule PMC~6

presents StafFs estimates of the sustainable growth rate.

11

12 Q- What is Staff's expected infinite annual growth rate in dividends?

13 Staff averaged historical and projected DPS, EPS, and sustainable growth estimates to

14

15

calculate the expected infinite annual growth rate in dividends. Schedule PMC-8 presents

the calculation of the expected infinite annual growth rate in dividends. Staff* s estimate is

16 5.6 percent.

17

18 Q- What is Staff's constant-growth DCF estimate?

19 Staff' s constant-growth DCF estimate is 8.8 percent, which is shown in Schedule PMC-3.

20

21 The Multi-Stage DCF

22 Q, Why did Staff implement the multi-stage DCF to estimate Chaparral City's cost of

23

24

25

26

A.

A.

A.

A.

equity?

As previously stated, Staff used the multi-stage DCF to consider the assumption that

dividends may not grow at a constant rate. Staffs multi-stage DCF incorporates two

growth rates: a near-term growth rate and a long-term growth rate.
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1 Q- What is the mathematical formula for the multi-stage DCF?

2 The multi-stage DCF formula is shown in the following equation:

Equation 7
n

P +
0

n
DI

(1+ K)'

Dn(1+gnl
K-8,

1

(1+K)

Where H,
Dr

K

n

D"

gr

current stock price

dividends expected during stage 1

cost of equity

years of non - constant growth

dividend expected in year n

constant rate of growth expected airer year n

3

4

5

6

As mentioned above, Staff incorporated two growth rates. This assumes that investors

expect dividends to grow at a one rate in the near-term ("Stage-1 growth") and another

rate in the long-term ("Stage-2 growth").

7

8 Q- What steps did Staff take to implement its multi-stage DCF cost of equity model?

9

10

11

12

13

First, Staff projected a stream of dividends for each of the sample water utilities using

near-term and long-term growth rates. Second, Staff calculated the rate (cost of equity)

which equates the present value of the forecasted stream of dividends to the current stock

price for each of the sample water utilities. Then, Staff calculated an average of the

individual sample company cost of equity estimates.

14

15 Q- How did Staff calculate near-term (stage-1) growth?

16 Staff projected four years of dividends for each of the sample water utilities. Projections

for the first twelve months, to the extent available, were from Value Line. The dividend17

A.

A.

A.
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1

2

projections for the remainder of stage 1 reflect the average dividend growth rate calculated

in Staff" s constant growth DCF analysis, or 5.6 percent, as shown in Schedule PMC-8.

3

4 Q- How did Staff estimate long-term (stage-2) growth?

5

6

7

Staff used the arithmetic average rate of growth in gross domestic product ("GDP") from

1929 to 20079. Using the GDP growth rate assumes that the water utility industry is

expected to grow at the same rate as the overall economy.

Q- What is the historical GDP growth rate that Staff used to estimate stage-2 growth?

8

9

10

11

Staff used 6.7 percent to estimate the stage-2 growth rate.

12 Q» What is StamPs multi-stage DCF estimate?

13

14

Staff' s multi-stage DCF estimate is 9.8 percent as shown in Schedule PMC-9.

15

16

Q- What is Staffs overall DCF estimate?

17

18

19

20

21

Staffs overall DCF estimate is 9.3 percent. Staff calculated the overall DCF estimate by

averaging the constant growth DCF (8.8 percent) and multi-stage DCF (9.8 percent)

estimates as shown in Schedule PMC-3.

Capital Asset Pricing Model

Q. Please describe the Capital Asset Pricing Model.

22

23

24

25

A. The CAPM is concerned with the determination of the pr ices of capita l assets in a

competitive market. The CAPM model describes the relationship between a security's

investment risk and its market rate of return. This relationship identifies the expected rate

of return which investors expect a security to earn so that its market return is comparable

A.

A.

A.

A.

9 www.bea.doc.gov
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1 with the market returns earned by other securities of similar risk.l0 The CAPM model

2

3

4

5

assumes that  investors require a  return that  is  commensurate with the level of r isk

associated with a particular security. The model a lso assumes tha t  investors  will

sufficiently diversify their investments to eliminate any non-systematic or unique risk."

In 1990, Professors Harry Markowitz, William Sharpe, and Merton Miller earned the

Nobel Prize in Economic Sciences for their contribution to the development of the CAPM.6

7

8 Q- What sample did Staff use to compute the CAPM to estimate Chaparral City's cost

9

10

of equity?

Staff used the same sample water utilities for its CAPM computation that it used for its

11 DCF analysis.

12

13 Q- What is the mathematical formula for the CAPM?

14 The mathematical formula for the CAPM is:

15

Equation 8

K - R/+,8(Rm -R/)

where : Rf
Rm
,3
Rm 'Rf
K

risk free rate

return on market

beta

market risk premium

expected return

16

A.

A.

lo David c. Purcell; Cost of Capital - A Practitioner's Guide pg. 6-1 .
11 The CAPM makes the following assumptions: l. single holding period 2. perfect and competitive securities market
3. no transaction costs 4. no restrictions on short selling or borrowing 5. the ezdstence of a risk-tree rate 6.
homogeneous expectations.
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1

2

3

The equation shows that the expected return (K) on a risky asset is equal to the risk-free

interest  ra te ("Re')  plus  the product  of the market  r isk premium ("Rp") (Rm - Rf)

multiplied by beta (B) where beta represents the risldness of the investment relative to the

market.4

5

6 Q, What did Staff use as an estimate for the risk-free rate of interest in its historical

7 market risk premium CAPM method?

8

9

10

Staff calculated an estimate of the risk-free rate of interest by averaging three (five-,

seven- and ten-year) intermediate-term U.S. Treasury securities' spot rates on August 6,

2008, to correspond with the date Staff selected the sample companies' stock spot market

11 prices. Staff' s estimated risk-free rate for use in its historical market risk premium CAPM

12 method is 3.7 percentlz as shown in Schedule PMC-3.

13

14 Q, What did Staff use as an estimate for the risk-free rate of interest in its current

15 market risk premium CAPM method?

16

17

Staff used the August 6, 2008, spot rate on 30~year U.S. Treasury notes as presented in the

U.S. Treasury Department website.

18

19 Q. Why do U.S. Treasury security spot rates provide an appropriate representation of

the risk-free rate?20

21 U.S. Treasury spot rates represent a good estimate of a risk free rate because they have

22

23

virtually no chance of default and are backed by the U.S. Government. Besides, they are

verifiable, objective and readily available.

A.

A.

A.

\z Average yield on 5-, 7-, and 10-year Treasury notes according to the U.S. Treasury Department website at
www.ustreas.gov: 3.30%, 3.62% and 4.06%, respectively.
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1 Q- What does beta measure?

2 Beta measures the systematic risk of a particular entity's stock relative to the market's

3 beta which is 1.0. Systematic r isk is the only r isk that cannot be diversified away,

4

5

6

therefore, it is the only risk that is relevant when estimating an entity's required return.

Since the 1na1'ket's beta is 1.0, a security will a beta higher than 1.0 is riskier than the

market and a security with a beta lower than 1.0 is less risky than the market.

7

8 Q, How did Staff estimate a proxy for Chaparral City's beta?

9

10

11

Staff averaged the Value Line betas of the sample water utilities and used this average as a

proxy for Chaparral City's beta. Schedule PMC-7 shows the Value Line betas for each of

the sample water utilities. Staff s estimated beta for Chaparral City is 1.01.

12

13 Q~

14

15

16

17

18

What is a descriptive explanation for the expected market risk premium (Rm - Rf)?

Descriptively, the expected market risk premium is the expected return on all common

stocks minus the risk free rate. It is the additional amount of return over the risk-free rate

that investors expect to receive from investing in the market (or an average-risk security).

Staff used two approaches to calculate the market risk premium: the historical market risk

premium approach and the current market risk premium approach.

19

20 Q- What is the historical market risk premium estimate approach used by Staff?

21

22

23

24

25

A.

A.

A.

A. The histor ical market r isk premium estimate approach assumes that  if the long-run

average market risk premium is used consistently to estimate the expected market risk

premium, it  should,  on average,  yield the correct premium. In this approach, Staff

assumed that the average historical market risk premium estimate is a reasonable estimate

of the expected market risk premium.
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1 Q- How did Staff calculate the historical market risk premium?

2

3

4

5

6

Staff calculated the historical market risk premium by averaging the historical arittnnetic

differences between the S&P 500 and the intermediate-term government bond income

returns published in Morningstar's13 Ibbotson Stocks, Bonds, Bills, and Inflation 2008

Classic Yearbook for the period 1926-2007. Morningstar calculated the historical risk

premium by averaging the historical arithmetic differences between the S&P 500 and the

7 intermediate-term government bond income returns. Staffs historical market- risk

8 premium estimate is 7.5 percent as shown in Schedule PMC-3 .

9

10 Q- How did Staff calculate the current market risk premium estimate?

11

12

13

14

15

16

17

Staff first derived a DCF ROE of 17.3 (2.3 + 15.0214) percent using the expected dividend

yield (2.3 percent over the next twelve months) and the annual per share growth rate

(15.02 percent) that Value Line projects for all dividend-paying stocks under its review

(August 15, 2008) as inputs. Then, Staff used the DCF-derived ROE (17.3 percent), the

current long-term risk-tree rate (4.7 percent 30-year Treasury note) and the market's

average beta of 1.0 as inputs into equation 8 to solve for the implied current market risk

premium of 12.6 percent.'5

18

19 Q~ What is the range of Staff's expected market risk premium estimates?

20 Staffs market risk premium estimates range from 7.5 percent to 12.6 percent.

A.

A.

A.

13 Formerly published by Ibbotson Associates.
14 The three to five year price appreciation is 75%. 1.750~"
15 17.32% = 4.68 + (1) (12,64)

1 15.02%
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1 Q-

2

3

4

What is Staffs overall CAPM estimate?

Staffs overall CAPM estimate is 14.3 percent. Staffs overall CAPM estimate is the

average of the historical market r isk premium CAPM (11.2 percent) and the current

market risk premium CAPM (17.4 percent) estimates as shown in Schedule PMC-3 .

5

6 VI.

7

8

Q.

SUMMARY OF STAFF'S COST OF EQUITY ANALYSIS

What is the result of Staffs constant-growth DCF analysis to estimate of the cost of

equity to the sample water utilities?

Schedule PMC-3 shows the result of Staff" s constant-growth DCF analysis. The result of

Staff s constant-growth DCF analysis is as follows:

k = Dividend yield + Expected dividend growth

k 3.2% + 5.6%

9

10

11

12

13

14 k 8.8%

15

16

17

A.

A.

Staffs constant-growth DCF estimate of the cost of equity to the sample water utilities is

8.8 percent.
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1 Q-

2

3

What is the result of Staffs multi-stage DCF analysis to estimate the cost of equity

for the sample utilities?

Schedule PMC-9 shows the result of Staffs multi-stage DCF analysis. The result of

Staffs multi-stage DCF analysis is:

Company Equity Cost
Estimate (k)

American States Water
California Water
Aqua America
Connecticut Water
Middlesex Water
SJW Corp

9.4%
9.8%
9.8%
10.2%
10.7%
9.2%

4

5
6
7
8
9

10
11
12
13
14
15 Average 9.8%

16

17 Staffs multi-stage DCF estimate of the cost of equity for the sample water utilities is 9.8

percent.18

19

20 Q~ What is Staff's overall DCF estimate of the cost of equity for the sample utilities?

21 Staffs overall DCF estimate of the cost of equity for the sample utilities is 9.3 percent.

Staffs overall DCF estimate was calculated by averaging Staffs constant growth DCF

(8.8 percent) and Staffs multi-stage DCF (9.8 percent) estimates as shown in Schedule

PMC-3.

22

23

2 4

A.

A.
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1 Q- What is the result of Staff's historical market risk premium CAPM analysis to

estimate of the cost of equity for the sample utilities?2

3

4

Schedule PMC-3 shows the result of Staffs CAPM analysis using the historical risk

premium estimate. The result is as follows :

5

K RJ,+8lR'n -R/)

6

K 3 . 7 % + 1.01*7.5%

K 11.2%

Staffs CAPM estimate (using the historical market risk premium) of the cost of equity to

the sample water utilities is 11.2 percent.

Q- What is the result of Staffs current market risk premium CAPM analysis to

estimate the cost of equity for the sample utilities?

7

8

9

1 0

11

1 2

13

1 4

15

16

17

Schedule PMC-3 shows the result of Staff s CAPM Analysis using the current market risk

premium estimate. The result is:

K Rf+,8(Rm -Rf)

18

19

KG

K 4.7% + 1.01 * 12.6%

K 17.4%
21

22

23

Staff' s CAPM estimate (using the current market risk premium) of the cost of equity to the

sample water utilities is 17.4 percent.

24

A.

A.
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1 Q-

2

3

4

What is Staff's overall CAPM estimate of the cost of equity for the sample utilities?

Staffs overall CAPM estimate for the sample utilities is 14.3 percent. Staffs overall

CAPM estimate is the average of the historical market risk premium CAPM (11.2 percent)

and the current market risk premium CAPM (17.4 percent) estimates as shown in

Schedule PMC-3.5

6

Q- Please summarize the results of Staff's cost of equity analysis for the sample utilities.

The following table shows the results of Staff' s cost of equity analysis:

7

8

9

10 Table 4

Method
Average DCF Estimate
Average CAPM Estimate

Estimate

9.3%
14.3%

11.8%Overall Average

11

12

13

14

15

16

Staffs average estimate of the cost of equity to the sample water utilities is 11.8 percent.

FINAL COST OF EQUITY ESTIMATES

Has Staff quantified the effect of the difference in financial risk between Chaparral

City and the sample water utilities on its cost of equity?

17

18

19

Z0

21

22

Yes. Staff used the methodology developed by Professor Robert Hamada of the

University of Chicago, which incorporates capital structure theory with the CAPM, to

estimate the effect of Chaparral City's capital structure on its cost of equity. Staff

calculated a financial risk adjustment for Chaparral City of negative 180 basis points.

Staff estimated a 10.0 percent cost of equity for Chaparral City by addition of the financial

risk adjustment to Staffs average estimate of the cost of equity to the sample water

utilities.23

A.

A.

VII.

Q-

A.
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1 The calculation is as follows:

2
Equation 9:

3
Adjusted ROE = Overall average estimated ROE + Financial risk adjustment

4

Adjusted ROE for Chaparral City = 11.8% + (- 1.8%)

Adjusted ROE for Chaparral City = 10.0%

Q- What is Staffs ROE estimate for Chaparral City?

5

6

7

8

9

10

11

12

13

14

Staff determined a ROE estimate of 10.0 percent for the Applicant based on cost of equity

estimates for the sample companies ranging from 9.3 percent for the DCF to 14.3 percent

for the CAPM and a 180 basis point downward adjustment for the relatively smaller

financial risk in Chaparral City's capital structure compared to the sample companies.

VIII. FINAL WEIGHTED AVERAGE COST OF CAPITAL

Q. What weighted average cost of capital did Staff determine for Chaparral City?

A. Staff determined a 8.8 percent WACC for the Applicant as shown in Schedule PMC-1 and

Table 5 below:

15

16

17

18

19 Table 5

Cost
Weighted
Cost

Long-term Debt
Common Equity

Weight
24.4%
75.6%

5.0%
10.0%

1.2%
7.6%

A.

Weighted Average
Cost of Capital 8.8%



Direct Testimony of Pedro M. Chaves
Docket No. W-02113A-07-0551
Page 36

1 IX. FAIR VALUE RATE OF RETURN ("FVR()R") RECOMMENDATION

What FVROR does the Company propose in this proceeding?2 Q-

3

4

The Company proposes a 9.32 percent FVROR, which equates its proposed WACC. The

Company continues to propose that the WACC be multiplied by the FVRB in order to

calculate its operating margin.

Q- What fair value rate of return does Staff recommend for Chaparral City?

Staff recommends a 7.6 percent FVROR for the Applicant as shown in Schedule PMC-2.

5

6

7

8

9

10

11

12

Q- How did Staff calculate the FVROR?

Staffs method for calculating the FVROR is discussed in the Direct Testimony of Mr.

Gordon L. Fox. In short, the FVROR is equal to the WACC less an Inflation

Adjustment/Accretion Return, as discussed below.13

1 4

15

16

17

18

1 9

2 0

Q- How did Staff calculate the Inflation Adjustment/Accretion Return?

21

Staff first calculated the difference between the treasury yields for 20-year securities, and

the treasury real yields for 20-year securities, to estimate the additional return required by

investors due to inflation for a long-term (20-year) horizon (Inflation

Adjustment/Accretion Return).6 Then, Staff multiplied the Accretion return by a 50

percent factor.17 Finally, Staff calculated the FVROR by subtracting the modified

Inflation Adjustment/Accretion Factor from the WACC.

22

A.

A.

A.

A.

16 As of AUgust 8, 2008, 20-year Treasury yield (4.71%) minus 20-year Treasury real yield (2.25%) equals the return
required due to inflation (2.46%) according to the U.S. Treasury Department website at www.ustreas.gov.
17 See further, Direct Testimony of Mr. Gordon L. Fox.
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Weighted
CostWeight (%) Cost

24.4°/o
75.6%

5.0%
7.5%"'

Debt
Common Equity

12%
5.7%
69%FVROR
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1 Q-

2

Why did Staff use U.S. Treasury securities' spot rates rather than a historical

average and/or forecasted rates to estimate the Inflation Adjustment/Accretion

Return?3

4 Staff used U.S. Treasury securities' spot rates on August 6, 2008, to correspond with the

date Staff selected the sample companies' stock spot market prices. Use of the current

bond yield is consistent with finance theory, i.e., the efficient market hypothesis. Further,

as explained in Section X of this testimony, the best estimate of tomorrow's yield is

simply today's yield.

5

6

7

8

9

1 0

11

12

Q- If Staff had adjusted only the cost of equity for inflation, as implemented in Decision

No. 70441, what would have been the resulting FVROR?

In that instance, the resulting FVROR would be 6.9 percent as illustrated in Table 7,

below.1 3

1 4

15 Table 7

16

17 STAFF RESPONSE TO THE APPLICANT'S COST OF CAPITAL WITNESS

Please summarize Bourassa's analyses and recommendations.18

x.

Q.

A.19

20

Mr. Bourassa proposes a 9.32 percent WACC/FVROR based on a capital structure

consisting of 23.44 percent debt (at 5.5 percent) and 76.56 percent common equity (at 10.5

21 percent.

22

A.

A.

is Cost of Equity (10%) minus inflation adjustment (2.5%).
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1 Mr. Bourassa's proposed 10.5 percent ROE is based on analyses for single and multi-stage

2

3

DCF models, as well as historical and current market risk premium CAPM for the same

sample of water companies selected by Staff

4

5 Mr. Bourassa's ROE results are summarized below:

6 Range

8.1% - 13.6%7 DCF Constant Growth

Multi-Stage Growth Model

Midpoint

10.9%

10.9%
8

9 CAPM

9.3% - 12.4%

11.4% - 11.5% 11.5%

10

11 Q- Does Staff have any comments on Mr. Bourassa's proposed capital structure?

12 Yes. Mr. Bourassa's capital structure is out of date. Staff used in its analysis Chaps;rral's

13 capital structure as of June 31, 2008. Using an updated capital strucme provides a more

accurate measurement of the Company's capitalization and cost of debt.14

15

16 Q- Does Staff have any comments on Mr. Bourassa's constant growth DCF estimates?

17

18

19

20

21

22

23

Yes. Mr. Bourassa relies solely on analysts' forecasts to estimate growth in his constant

growth DCF estimates. Analysts' forecasts are known to be overly optimistic. Sole use of

analysts' forecasts to calculate the growth in dividends ("g") causes inflated growth, and

consequently, inflated cost of equity estimates. Furthermore, sole reliance on analysts'

forecasts of earnings growth to forecast DPS is inappropriate because it assumes that

investors do not look at other relevant information such as past dividend and earnings

growth. In addition, the Commission has previously recognized that analysts' forecasts

are 0vetstated_1924

25

A.

A.

19 Decision No. 66849, Page 22.



Direct Testimony of Pedro M. Chaves
Docket No. W-02113A-07-0551
Page 39

1 Q.

2

3

How does Staff respond to Mr. Bourassa's statement, "To the extent that past results

provide useful indications of future growth prospects, analysts' forecasts would

already incorporate that information."?20

4

5

6

7

The appropriate growth rate to use in the DCF formula is the dividend growth rate

expected by investors, not analysts. Therefore, while analysts may have considered

historical measures of growth, it is reasonable to assume that investors also rely on past

growth. This calls for consideration of both analysts' forecasts as well as past growth.

8

9 Q-

10

11

Does Staff have any comments on the study cited by Mr. Bourassa, conducted by

David A. Gordon, Myron J. Gordon and Lawrenee I. Gould" that Mr. Bourassa

asserts support exclusive use of analysts' forecasts in the DCF model?

12

13

14

Yes. The article cited by Mr. Bourassa does not conclude that investors ignore past

growth when pricing stocks, therefore, it does not support the sole use of analysts' forecast

in the DCF model.

15

16 Q- Does Professor Gordon recommend relying exclusively on analysts' forecasts as the

17 measure of growth in the DCF model?

J 18

19

20

No. Subsequent to the study cited by Mr. Bourassa, Professor Gordon provided the

keynote address at the 30'*' Financial Forum of the Society of Utility and Regulatory

Financial Analysts, in which he stated:

21
22
23
24
25
26
27

"I understand that companies coming before regulatory agencies
liked and advocated the high growth rates in security analyst
forecasts for arriving at their cost of equity capital. Instead of
rejecting these forecasts, I understand that FERC and other
regulatory agencies have decided to compromise with them. In
particular, in giving at the cost of equity for company X, the
FERC has decided to alive at the growth rate in my dividend

A.

A.

A.

20 Bourassa's Direct Testimony, Page 30, lines 6 .- 8.
21 Gordon, David A., Myron I. Gordon, Lawrence I. Gould. "Choice Among Methods lot Estimating Share Yield."
TheJournal o_fPor{folio Management. Spring 1989. pp. 50-55. (Mr. Bourassa's Direct Testimony, page 30.)
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1
2
3
4

growth model by using an average of two growth rates.  One is
security analysts forecast of the short-term growth rate in earnings
provided by IBES or Value Line and the other a more long run and
typically lower figure such as the past growth in GNP.

5
6
7
8

Such an average can be questioned on various grounds. However,
my judgment is that between the short-term forecast alone and its
average with the past growth rate in GNP, the latter may be a more
reasonable figure."22 (Emphasis added)

9

10

Simply s ta ted,  Professor  Gordon would temper  the typica lly higher

analysts' forecasts with the typically lower GNP growth rate by averaging

the two.11

12

13 Q-

14

Can Staff provide further evidence to support its assertion that exclusive reliance on

analysts' forecasts of earnings growth in the DCF model would result in inflated cost

15

16

17

18

19

20

21

of equity estimates?

Yes. Experts in the financial community have commented on the optimism in analysts'

forecasts of future earnings." A study cited by David Drernan in his book Contrarian

Investment  Strategies: The Next  Generat ion found that  Value Line analysts were

optimistic in their forecasts by 9 percent annually, on average for the 1987 - 1989 period.

Another study conducted by David Dre ran found that between 1982 and 1997, analysts

overestimated the growth of earnings of companies in the S&P 500 by 188 percent.

22 In addition, Burton Mariel of Princeton University studied the one-year and five-year

23

24

earnings forecasts made by some of the most respected names in the investment business.

His results showed that the five-year estimates of professional analysts, when compared

A.

22 Gordon, M. J. Keynote Address at the 30"' Financial Forum of the Society of Utility and Regulatory Financial
Analysts. May 8, 1998. Transparency 3.
23 See Siegel, Jeremy J. Stocks for the Long Run. 2002. McGraw-Hill. New York. p. 100. Dre ran, David.
Contrarian Investment Strategies: Ylte Next Generation. 1998. Simon &Schuster. New York. pp. 97-98. Malldel,
Burton G. A Random Walk Down Wall Street. 2003. W.W. Norton & Co. New York. p. 175.
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1 with actual earnings growth rates, were much worse than the predictions from several

2 naive forecasting models, such as the long-run rate of growth of national income. In the

3 following excerpt from Professor Mariel's book A Random Walk Down Wall Street, he

discusses the results of his study:4

5
6
7
8
9

10
11
12

When confronted with the poor record of their five-year growth
estimates, the security analysts honestly, If sheepishly, admitted
that five years ahead is really too far in advance to make reliable
projections. They protested that although long-term projections
are admittedly important, they really ought to be judged on their
ability to project earnings changes one year ahead. Believe it or
not, it turned out that their one-year forecasts were even worse than
their five-year projections.

13
14
15
16
17
18
19
20
21

The analysts fought back gamely. They complained that it was
unfair to judge their performance on a wide cross section of
industries, because earnings for high-tech finns and various
"cyclical" companies are notoriously hard to forecast. "Try us on
utilities, " one analyst confidently asserted At the time they were
considered among the most stable group of companies because of
government regulation. So we tried it and they did 'r like it. Even
the forecasts for the stable utilities were far of" the mark.24
(Emphasis added) '

24 Malldel, Burton G. A Random Walk Down Wall Street. 2003. W.W. Norton & Co. New York. p. 175
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1 Q-

2

Does Staff have any concerns regarding Mr. Bourassa's omission of historical and

forecasted DPS in his DCF constant growth estimates?

3 Yes. The omission of DPS growth in a DCF analysis implies that investors do not take

4

5

6

into account dividend growth when pricing stocks. As previously mentioned on Section V

of this testimony, the current market price of a stock is equal to the present value of all

expected future dividends, not future earnings. Professor Jeremy Siegel from the Wharton

School of Finance stated:7

8

9
10
11
12
13
14
15

Note that the price of the stock is always equal to the present value
of all future dividends and not the present value of future earnings.
Earnings not paid to investors can have value only if they are paid
as dividends or other cash disbursements at a later date. Valuing
s tock a s  the pr esent  discounted va lue of  fu tur e ea r nings  is
manifestly wrong and greatly overstates the value of the firrn.25

16

17

In other words, investors pay attention to earnings as long as they are paid as dividends.

Earnings can easily be overstated, but if investors do not receive dividends or other cash

disbursement at a later date, then such earnings are meaningless.18

19

20 Q-

21

22

23

Does Staff have any comments on Mr. Bourassa's statement: "More recent data

suggest the 10-year Treasury Bond and 30 year Treasury bond yields are on the rise?

On June 13, 2007, for example, the 10-year Treasury bond and 30 year Treasury

bond yields were 5.20 percent and 5.28 percent, respectively."26

24 Yes. Mr. Bourassa's correctly points out that there was an upward trend in bond yields

25 until mid-2007. However, Mr. Bourassa erroneously assumes that such upward trend will

26 continue. As evident  in Char t  3 (below) the average yield on 10-year  and 30-year

27 treasuries has decreased since then.

A.

A.

25 Siegel, Jeremy J. Stocks for the Long Run. 2002. McGraw-Hill. New York. P. 93.
26 Mr. Bourassa's Direct Testimony, page 9, lines 14 - 17.
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1

3 Chart 3: Average Yield on 10 & 30-Year Treasuries
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25 It is important to consider that analysts who forecast future rates do not have any more

information about the future than what is already reflected in the current rate.26

27

28

29

According to Nancy L. Jacob of the University of Washington and R. Richardson Pettit of

the University of Houston:

30

31
32
33
34

While we know something about many of the factors that
determine interest rates (money supply, the demand for loadable
fords, etc.) little evidence exists to suggest these factors can be
predicted with enough accuracy to successfully predict the rates.27

35

36 As previously stated, the best forecast of tomorrow's yield is simply today's yield.

"Professional forecasts of financial variables are notoriously unreliable and appear to be37

27 Jacob, Nancy L.,R. RichardsonPettit. Investments. Irwin. Homewood, Ill. 1988. p. 499.
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1

2

getting worse, not better, over time." "The direction of interest rates [bond yields] cannot

be predicted any better than by the flip of a coin."28

3

4 Q- What comment does Staff have in response to the Company's assertion that Staff's

current market risk premium is extremely volatile?5

6

7

Changes in Staffs current market risk premium results over time are a reflection of

changes in the market's current risk premium rather than instability in Staffs method.

8

9 Q- Should DPS growth be considered in a DCF analysis?

10 Yes. The omission of historical DPS growth in a DCF analysis implies that investors do

11

12

not take into account dividend growth when pricing stocks. The current market price of a

stock is equal to the present value of all expected future dividends, not future earnings.

13

14 XI. CONCLUSION

15 Q~ Please summarize Staff's recommendations.

16

17

18

Staff recommends that the Commission adopt an 8.8 percent WACC for Chaparral City in

this proceeding based on capital structure composed of 24.4 percent debt (at 5.0 percent)

and 75.6 percent equity (at 10.0 percent).

19

20

21

Staff further recommends that the Commission adopt a 7.6 percent FVROR for the

Applicant, reflecting a 1.2 percent inflation deduction (Accretion Return) from the WACC

as shown in Schedule PMC-2.22

23

24 Q. Does this conclude your direct testimony?

25 Yes, it does.

A.

A.

A.

A.

28 Kihm, Steven G. "The Superiority of Spot Yields 'm Estimating Cost of Capital." Public Utilities Fortnightly.
February 1, 1996. pp. 42-45.
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Chaparral City Water Company, Inc.
Capitalization

Amount outstanding

as of 6/30/2008

Percentage of

Capital StructureInterest Rate Annual Interest

$ 1,000,000

4,610,000

975,000

5.2% $

5.4% $

5.3% $

52,000

248,940

51,675

Long-Term Debt

Bonds due 2011

Bonds due 2022

Bonds due 2022

18.6%6,585,0005.4% 352,615 $Long-Term Debt

2,050,0003.8% 78,857Short-Term Debt

5.8%2,050,0003.8% 78,857 sShort-Term Debt

24.4%8,635,000.005.0% s 431,472 s

4,603,000

14,950,000

7,137,000

Total Debt

Common Equity

Common Shares Outstanding

Paid in Capital

Retained Earnings

75.6%s 26,690,000Total Common Equity

100.0%$ 35,325,000Total Capitalization

Docket No. W-02113A-07-0551
Schedule PMC-10
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The weekly release is posted on Monday. Daily updates of the weekly release are p
through Friday on this site. If Monday is a holiday, the weekly release will be p
after the holiday and the daily update will not be posted on that Tuesday.

FEDERAL RESERVE STATISTICAL RELEASE

H.15 DAILY UPDATE: WEB RELEASE ONLY
SELECTED INTEREST RATES
For use at 4:15 p.m. Eastern Time

Yields in percent per annum January 7, 2009

Instruments
2009
Jan
5

2009
Jan
6

0.09

0 .05
0 . 15

0 . 20

0 a 08
0 . 18
0 .22

0.26
0.28
n.a.

0.30
0.45
n.a.

1 . 18

2 . 18

1 .18

2 4 18

0 . 47

1 4 15

l 4 45

0 a 33

1 1 27

l » 73

0 . 90

1 . '75

2 .50

3 , 25

0 , 50

1.00
1 . 75
2 . 50
3 .25
0 .50

Federal funds (effective) 1 2 3
Commercial Paper 3 4 5 6

Nonfinancial
1-month
2-month
3-month

Financial
1-month
2-month
3-month

3-month nonfinancial or financial
posted by CPFF 7

Without surcharge
With surcharge

CDs (secondary market) 3 8
1-month
3-month
6-month

Eurodollar deposits (London) 3 9
1-month
3-month
6-month

Bank prime loan 2 3 10
Discount window primary credit 2 11
U.S. government securities

Treasury bills (secondary market) 3 4
4-week
3-month
6-month
1-year

0 , 04

0 . 14

0 . 32

0 u 41

0 .05
0 . 14

0 . 31

0 . 42

http://www.federa1reserve.gov/Releases/H15/update/ 1/7/2009
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Treasury constant maturities
Nominal 12

1-month
3-month
6-month
1-year
2-year
3-year
5-year
7-year
10-year
20-year
30-year

Inflation indexed 13
5-year
7-year
10-year
20-year

Inflation-indexed long-term average 14
Interest rate swaps 15

l-year
2-year
3-year
4-year
5-year
7-year
l0-year
30-year

Corporate bonds
Moody's seasoned

Aaa 16
Baa

State & local bonds 17
Conventional mortgages 18

n.a. Not available.

1 . 86
2 1 08
2 . 34
2 n 64
2 . 71

1 . 31
1.60
1 . 91
2 . 15
2 . 31
2 | 58
2 . 82
3 . 03

0 , 05

0 . 14

0 . 32

0 , 43

0 1 78

1 1 08

1 u 67

2 . 07

2 . 49

3 . 37

3 . 00

5 . 05

8 .31

1 . 82

2 , 00

2 1 09

2 u 65

2 . 70

0 . 05

0 .14
0 . 31
0 . 45
0 . 80
1 . 10
1 , 68
2 . 07
2 . 51
3 . 41'
3 . 04

1 , 29
1 . 55
1 . 89
2 v 16
2 . 34
2 . 62
2 . 88
3 . 18

5 . 05

8 . 28

Page 2 of 4

Footnotes

1. The daily effective federal funds rate is a weighted average of rates on broke

2. Weekly figures are averages of 7 calendar days ending on Wednesday of the Curr
figures include each calendar day in the month.

3. Annualized using a 360-day year or bank interest

4. On a discount basis

5. Interest rates interpolated from data on certain commercial paper trades settl
Depository Trust Company. The trades represent sales of commercial paper by deals
issuers to investors (that is, the offer side) . The 1-, 2-, and 3-month
30-, 60-, and 90-day dates reported on the Board's Commercial Paper Web page
(www.federalreserve.gov/releases/cp/).

rates are

6. Financial paper that is insured by the FDIC's Temporary Liquidity Guarantee Pr
excluded from relevant indexes, nor is any financial or nonfinancial commercial p
directly or indirectly affected by one or more of the Federal Reserve's liquidity
the rates published after September 19, 2008, likely reflect the direct or indite

http ://www.federalreserve. gov/Releases/H15/update/ 1/7/2009
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4 , 4

new temporary programs and, accordingly,
published prior to that period.

likely are not comparable for some purpo

7. CPFF refers to the Federal Reserve's Commercial Paper Funding Facility. The ra
under the CPFF for financial and nonfinancial commercial paper. An issuer of comm
the CPFF may avoid the surcharge by providing a collateral arrangement or indorse
acceptable to the Federal Reserve Bank of New York. Source: Federal Reserve Bank

8. An average of dealer bid rates on nationally traded certificates of deposit .

9. Bid rates for Eurodollar deposits collected around 9:30 a.m. Eastern time .

10. Rate posted by a majority of top 25 (by assets in domestic offices)
commercial banks. Prime is one of several base rates used by banks
loans.

insured U
to price sM©r t

ll. The rate charged for discounts made and advances extended under
credit discount window program, which became effective January 9, This
adjustment credit, which was discontinued at tar January 8, 2003. For further
www.federalreserve.gov/boarddocs/press/bcreg/2002/200210312/def ault.htm. The rate
for the Federal Reserve Bank of New York. Historical series for the rate on adjust
well as the rate on primary credit are available at www.federalreserve.gov/releas

the Federal R
2003. rate

info

12. Yields on actively traded non-inflation-indexed issues adjusted to constant m
30-year Treasury constant maturity series was discontinued on February 18, 2002,
on February 9, 2006. From February 18, 2002, to February 9, 2006, the U.S. Treasu
f actor for adjusting the daily nominal 20-year constant maturity in order to est
nominal rate. The historical adjustment f actor can be found at
www.treas.gov/offices/domestic-finance/debt-management/interest-rate/ltcompositei
Source: U.S. Treasury.

13. Yields on Treasury inflation protected securities (TIPS) adjusted to constant
Source: U.S. Treasury. Additional information on both nominal and inflation-index
found at www.treas.gov/offices/domestic-finance/debt-management/interest-rate/ind

14. Based on the unweighed average bid yields for all TIPS with remaining terms
more than 10 years.

15. International Swaps and Derivatives Association (ISDA(R) ) mid-market
for a Fixed Rate Payer in return for receiving three month LIBOR,
at 11:00 a.m. Eastern time by Gar ban Inter capital plc and published
ISDAFIX is a registered service mark of ISDA. Source: Reuters Limited.

par swap
and are based O

on Reuters Pa

16. Moody's Aaa rates through December 6, 2001, are
rates. As of December 7, 2001, these rates are

averages of Aaa utility and A
averages of Ala industrial bonds O

17. Bond Buyer Index, general obligation, 20 years to maturity, mixed quality; To

18. Contract interest rates on commitments for fixed-rate first mortgages.
Market Survey(R) data provided by Freddie Mac.

Source

Note: Weekly and monthly figures on this release, as well as annual figures avail
Board's historical H.l5 web site (see below), are averages of business days unless

Current and historical H.l5 data are available on the Federal Reserve Board's web
(www.federalreserve.gov/) . For information about individual copies or subscription

http://wwwfederalreserve.gov/Releases/H15/update/ 1/7/2009
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Yields on Treasury nominal securities at "constant maturity" are interpolated by
from the daily yield curve for non-inflation-indexed Treasury securities. This cu
the yield on a security to its time to maturity, is based on the closing market b
actively traded Treasury securities in the over-the-counter market. These market
calculated from composites of quotations obtained by the Federal Reserve Bank of
constant maturity yield values are read from the yield curve at fixed maturities,
and 6 months and l, 2, 3, 5, 7, 10, 20, and 30 years. This method provides a Kiel
maturity, for example, even if no outstanding security has exactly 10 years remap
Similarly, yields on inflation-indexed securities at "constant maturity" are ante
daily yield curve for Treasury inflation protected securities in the over-the-cou
inflation-indexed constant maturity yields are read from this yield curve at fixe
currently 5, 7, 10, and 20 years.

Publications Services at the Federal Reserve Board (phone 202-452-3244, f ax 202
electronic access to current and historical data, call STAT-USA at 1-800-782-

Description of the Treasury Nominal and Inflation-Indexed Constant Mature
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